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Accountability  Statement 


The  Ministry's  Annual  Report  for  the  year  ended  March  31, 
1997  was  prepared  under  my  direction  in  accordance  with  the 
Government  Accountability  Act  and  the  government's 
accounting  policies.  All  of  the  government's  policy  decisions 
as  at  August  30,  1997  with  material  economic  or  fiscal 
implications  of  which  I  am  aware  have  been  considered  in  the 
preparation  of  the  Ministry  Annual  Report. 


August  30,  1997 
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Report  from  the  Provincial  Treasurer 

1996-97  marked  another  successful  year  of  balanced  budgets,  paying 
down  Alberta's  net  debt  and  spending  taxpayers'  money  wisely. 

Financial  results  for  the  year  brought  good  news  for  Albertans. 
A  $2.5  billion  surplus  (before  pension  provisions)  —  Alberta's  third  surplus 
in  a  row  —  went  directly  to  the  bottom  line  —  paying  down  the  net  debt. 
As  a  result,  the  province's  net  debt  has  been  cut  by  more  than  half  since 
1993-94.  By  keeping  our  financial  plan  on  track,  we  expect  to  eliminate  the 
net  debt  entirely  by  2006  or  sooner. 

These  solid  financial  results  are  a  direct  result  of  two  factors  —  a 
dynamic  and  growing  economy  and  a  firm  determination  by  government  to 
live  within  its  means.  The  strength  of  Alberta's  economy  was  reflected 
directly  in  higher  revenues  for  the  province  from  corporate  taxes,  personal 
income  taxes  and  oil  and  gas.  Rather  than  spending  windfall  revenues,  that 
money  went  to  pay  down  Alberta's  debt.  The  money  we're  saving  on  debt 
servicing  costs  now  can  be  reinvested  in  priority  programs  that  are  important 
to  Albertans.  especially  in  health  and  education.  In  1996-97,  we  were  able 
to  reinvest  particularly  in  health  to  address  pressure  points  and  reduce 
waiting  times  for  essential  health  care  services. 

1996-97  also  brought  good  news  on  the  tax  front  for  many  Alberta 
families.  The  Alberta  Family  Employment  Tax  Credit  was  introduced  to 
reduce  taxes  for  thousands  of  low  and  middle  income  working  families. 
For  all  Albertans.  our  province  continues  to  have  the  lowest  tax  rates  in 
Canada,  an  advantage  we're  determined  to  keep. 

Also  on  the  tax  front,  a  number  of  important  tax  changes  were  made  to 
improve  the  competitive  position  of  Alberta's  industries.  Steps  were  taken 
to  phase  out  the  machinery  and  equipment  tax  and  aviation  fuel  taxes  were 
reduced. 


At  Alberta  Treasury  the  focus  continued  to  be  on  careful  financial 
planning  and  management.  We  became  the  first  province  in  Canada  to 
publish  a  fully  consolidated  budget.  We  continued  to  provide  timely  reports 
not  only  on  what  we  spent,  but  also  on  the  results  we  achieved. 
Government's  second  Measuring  Up  report  was  released  in  June  1996  and 
will  now  be  done  every  year  as  part  of  our  commitment  to  be  open  and 
accountable  to  Albertans. 

Major  changes  were  implemented  this  year  for  the  Alberta  Heritage 
Savings  Trust  Fund.  From  now  on  the  objectives  of  the  Fund  will  be 
focused  on  achieving  the  best  returns  on  investments  for  future  generations 
of  Albertans.  The  Fund  was  restructured,  a  private  sector  group  with 
business  and  financial  expertise  provides  guidance  on  the  best  mix  of 
investments,  and  regular  information  will  be  available  to  Albertans  about 
how  much  the  Fund  is  worth,  how  it  is  invested,  and  what  kind  of  returns  it 
achieves. 

1996-97  was  also  a  major  turning  point  in  the  long  history  of  Alberta 
Treasury  Branches.  A  Board  was  established  to  provide  overall  direction 
and  new  management  was  put  in  place.  With  a  new  business  plan.  ATB 
now  aims  to  be  Albertans'  first  choice  as  provider  of  financial  services  in 
three  target  markets  —  individuals,  agri-food  companies  and  independent 
business. 

Looking  ahead,  the  key  challenge  is  to  build  on  the  solid  progress  we 
made  in  1996-97.  Alberta  is  now  seen  across  Canada  and  throughout  North 
America  as  a  leader  in  financial  management.  It's  a  reputation  we  have 
worked  hard  to  achieve.  And  with  the  continuing  support  of  Albertans,  we 
are  confident  Alberta  will  continue  to  lead  the  way  in  delivering  quality 
services  at  a  price  we  can  all  afford. 


Stockwell  Day 
Provincial  Treasurer 

August  30,  1997 


Relationship  of  Treasury 
Reporting  Entities  to  Goals 


Alberta 
Treasury 


Ministry  Support  Services 


Goall 

To  get  and 
keep  our 
province's 
finances  in 
order 


Goal  2 

To  ensure 
government  is 
accountable 
to  Albertans 


Goal  3 

To  ensure  a  fair, 
competitive, 
simple  and 
efficient 
provincial  tax 
revenue  system 


Goal  4 

To  maximize 
investment 
returns  and 
minimize 
borrowing  costs, 

subject  to 
acceptable  risk 


Goal  5 

To  ensure  an 
efficient,  fair 
and  competitive 
capital  market 
and  regulatory 
environment 
for  financial 
institutions 


Goal  6 

To  provide 
efficient, 
cost-effective 
financial 
services  to 
Albertans 


Treasury  Department 

♦  Office  of  Budget  and 

Management 

♦  Treasury  Operations 
(Risk  Management  and 

Insurance) 
(Alberta  Risk 

Manaeement  Fund) 


Treasury  Department 

♦  Tax  and  Revenue  Administration 

♦  Office  of  Budget  and  Management 
(Tax  Policy) 

Funds 

♦  Utility  Companies  Income  Tax 
Rebates  Fund* 


Treasury  Department 

♦  Office  of  Budget  and 
Management 


These  entities  are  in  wind-up 


Treasury  Department 

♦  Treasury  Operations 

Provincial  Agencies 

♦  Alberta  Insurance  Council 

♦  Alberta  Securities  Commission 

Commercial  Enterprises 

♦  Credit  Union  Deposit  Guarantee 

Corporation 
♦  SC  Financial  Ltd. 


Treasury  Department 

♦  Liability  Management 

♦  Treasury  Operations 
Banking  and  Cash  Management 

♦  Investment  Management 

Funds 

♦  Alberta  Heritage  Foundation  for 
Medical  Research  Endowment 
Fund 

♦  Alberta  Heritage  Savings 

Trust  Fund 

♦  Alberta  Heritage  Scholarship  Fund 
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Provincial  Agencies 

♦  Alberta  Pensions  Administration 

Corporation 

Commercial  Enterprises 

♦  Alberta  Government  Telephones 

Commission* 

♦  473654  Alberta  Ltd.* 

♦  NFI  Finance,  Inc.* 

♦  Alberta  Intermodal  Services  Ltd.* 

♦  Alberta  Municipal  Financing 

Corporation 

♦  Alberta  Treasury  Branches 

♦  N.A.  Properties  (1994)  Ltd.* 

Crown-Controlled  Corporations 

♦  ChembiomedLtd.* 

♦  Gainers  Inc.* 


Treasury  Reporting  Entities 


Provincial 
Treasurer 


Agencies 


Deputy  Provincial 
Treasurer 


Treasury 
Department 


Treasury 
Revolving  Fund 


Provincial  Agencies 

♦  Alberta  Pensions  Administration  Corporation 

♦  Alberta  Securities  Commission 


Funds  and 
Agencies 


See  Next  Page 


Commercial  Enterprises 

♦  Credit  Union  Deposit  Guarantee  Corporation 
♦  SC  Financial  Ltd. 

♦  Alberta  Treasury  Branches 


Funds 

♦  Alberta  Heritage  Foundation  for  Medical  Research 

Endowment  Fund 

♦  Alberta  Heritage  Savings  Trust  Fund 

♦  Alberta  Heritage  Scholarship  Fund 

♦  Alberta  Risk  Management  Fund 

♦  Utility  Companies  Income  Tax  Rebates  Fund* 


Provincial  Agencies 

♦  Alberta  Insurance  Council 


Commercial  Enterprises 


♦  Alberta  Government  Telephones  Commission* 

♦  473654  Alberta  Ltd.* 

♦  NFI  Finance.  Inc.* 

♦  Alberta  Intermodal  Services  Ltd.* 

♦  Alberta  Municipal  Financing  Corporation 

♦  N.A.  Properties  (1994)  Ltd.* 


Crown-Controlled  Corporations 

♦  Chembiomed  Ltd.* 

♦  Gainers  Inc.* 


These  entities  are  in  wind-up~^ 
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Department  Organization 
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Operational  Overview 

Treasury  oversees  government  performance  measures  and 
financial  management  and  reporting.  Treasury  is  responsible  for 
budget  planning  and  management,  intergovernmental  fiscal 
arrangements,  tax  policy,  tax  administration,  economic  analysis, 
statistics,  public  pensions,  and  administrative  and  financial  services 
regulation. 


Treasury's  Goals  for  1996-97 

1 .  To  get,  and  then  keep  our  province's  finances  in  order. 

2.  To  ensure  that  government  is  accountable  to  Albertans. 

3.  To  ensure  a  fair,  competitive,  simple  and  efficient  provincial  tax 
revenue  system. 

4.  To  maximize  investment  returns  and  minimize  borrowing  costs, 
subject  to  acceptable  risk. 

5.  To  ensure  an  efficient,  fair  and  competitive  capital  market  and  regulatory 
environment  for  financial  institutions. 

6.  To  deliver  quality  financial  services  to  Albertans  through  Alberta 
Treasury'  Branches,  Alberta  Municipal  Financing  Corporation  and 
Alberta  Pensions  Administration  Corporation. 


Treasury's 
Mission: 

To  provide  excellence 
in  financial  management, 
services  and  advice  in 
order  to  achieve  a  healthy 
and  sustainable  financial 
condition  for  the  Province, 
with  the  lowest  possible 
taxes  for  Albertans. 


Treasury's  Core  Businesses 

1 .  Facilitate  sound  business  planning  and  fiscal  decisions  by  providing 
analysis  and  recommendations  to  the  Provincial  Treasurer  and  Treasury 
Board. 

2.  Develop  and  maintain  a  framework  that  improves  the  accountability  of 
Ministries  for  their  financial  and  business  decision-making,  and  for 
reporting  financial  information. 

3.  Collect  tax  revenue. 

4.  Manage  the  province's  financial  assets  and  liabilities. 

5.  Foster  a  fair  and  efficient  financial  marketplace  by  means  of  appropriate 
regulation. 

6.  Provide  financial  services  through  Alberta  Treasury  Branches.  Alberta 
Municipal  Financing  Corporation  and  Alberta  Pensions  Administration 
Corporation. 
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Highlights 

These  are  the  results  Treasury  achieved  in  1996-97: 

♦  Sound  fiscal  planning  contributed  to  a  $2.5  billion  surplus  before  pension 
provisions.  This  was  the  third  consecutive  surplus  and,  as  a  result,  the 
province's  net  debt  has  been  cut  by  more  than  half  since  1993-94. 

♦  This  was  accomplished  without  raising  taxes  or  introducing  new  taxes. 
In  fact,  the  introduction  of  the  Alberta  Family  Employment  Tax  Credit 
reduced  taxes  for  low  and  middle  income  working  Alberta  families  with 
children. 

♦  Selected  business  taxes,  including  the  province's  property  tax  on 
machinery  and  equipment,  were  reduced. 

♦  Alberta  became  the  first  province  to  publish  a  budget  on  a  fully 
consolidated  basis. 

♦  Treasury  continued  to  report,  on  a  timely  and  user  friendly  basis,  to 
Albertans  regarding  the  province's  finances  and  the  government's 
progress  in  achieving  its  performance  targets. 

♦  The  corporate  tax  collection  system  was  streamlined,  reducing  the  paper 
burden  on  business. 

♦  The  Heritage  Savings  Trust  Fund  was  restructured  to  meet  the  current 
and  future  needs  of  Albertans. 

♦  Alberta  Treasury  Branches  restructured  operations  to  improve 
accountability  for  financial  performance. 


Treasury  Annual  Report  96-97 


Office  of  Budget  and  Management 

The  Office  of  Budget  and  Management  (OBM)  manages  the  provincial 
budget  and  business  plan  review  and  approval  process,  prepares  economic 
and  fiscal  forecasts,  and  provides  research,  analysis  and 
recommendations  on  the  province's  fiscal,  economic,  taxation 
and  pension  policies.  It  is  responsible  for  intergovernmental 
fiscal  relations  and  for  providing  statistical  information.  OBM 
also  proposes  and  prepares  accounting  and  financial  control 
policies,  keeps  or  prescribes  accounting  records,  and  prepares 
budget  documents,  quarterly  forecasts,  performance  measurement 
reports  and  the  Public  Accounts. 


Goal: 

To  get  and  keep  our 
province's  finances 
in  order. 


A  Balanced  Budget  and  Debt  Retirement 

Fiscal  year  1996-97  marked  the  culmination  of  the  four-year  plan  to 
balance  consolidated  revenue  and  expenditure  and  to  begin  paying  down 
Alberta's  net  debt.  The  1996-97  surplus  was  over  $2.5  billion  and  was  the 
government's  third  consecutive  surplus.  With  this  $2.5  billion  payment,  the 
province's  net  debt  has  been  cut  by  more  than  half  since  1993-94.  This 
substantially  exceeds  the  requirements  of  the  Deficit  Elimination  Act  and 
the  Balanced  Budget  and  Debt  Retirement  Act. 

Key  Performance  Measure 

Alberta's  Consolidated  Surplus  (excluding  pension  provisions) 

Surplus  (Deficit)  in  millions  of  dollars 


'  'The  go  vernment 
has  a  strong  track 
record  of 

expenditure  control' 

-  Standard  and  Poor's 
December  1996 


1991-92 

1992-93 

1993-94 

1994-95 

1995-96 

1996-97 

Target 

Budget 

Actual 

33 
(2,629) 

(2,289) 
(3,415) 

(2,500) 
(2,171) 
(1,384) 

(1.800) 
(1,550) 
958 

(800) 
(506) 
1,132 

0 

23 
2,527 

Most  of  the  surplus  was  due  to  increased  corporate  and  personal  income 
tax  revenue  from  the  strong  Alberta  economy,  windfall  non-renewable 
resource  revenue,  and  reduced  debt  servicing  costs.  Overall  government 
program  expenses  decreased  by  $23  million,  as  reinvestment  in  priority 
areas  such  as  health  and  education  was  offset  by  savings  in  other  areas. 
As  a  result  of  the  $2.5  billion  surplus  in  1996-97  and  the  two  previous 
surpluses,  debt  reduction  is  sixteen  years  ahead  of  the  original  schedule  in 
Budget  '95. 
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Net  Debt  (Excluding  Pension  Liabilities) 


Debt  retirement  is 
16 years  ahead  of 
schedule 


A  proactive 
approach  to  business 
planning  and  policy 
development 


A  greater  per  capita 
share  of  federal 
transfers  than 
under  the  previous 
federal -pro  vincial 
fiscal  arrangements 
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Original  Plan 


New  Plan 


Actuals     |      |  Current  Schedule 


Source:  Alberta  Treasury 

Advice  to  Treasury  Board 

Treasury  has  taken  a  proactive  approach  in  advising  and  supporting  the 
Provincial  Treasurer  and  Treasury  Board  on  business  planning  and 
economic  and  fiscal  policies,  including  prudent  forecasts  of  economic  and 
fiscal  conditions.  Alberta's  revenue  is  tied  closely  to  the  economy,  in 
particular  to  oil  and  gas  prices  and  corporate  profits.  In  the  past,  this 
unpredictability  resulted  in  unanticipated  deficits,  culminating  in  an 
$8.3  billion  accumulated  net  debt  as  of  March  31,  1994.  Since  then,  we 
have  taken  a  cautious  approach  to  forecasting  revenues.  Corporate  tax  and 
resource  revenue  cushions  are  built  in  to  enable  the  government  to  meet  its 
obligations  in  spite  of  fluctuations  in  the  economy. 

Federal-Provincial  Fiscal  Arrangements 

In  1996-97,  Treasury  negotiated  federal-provincial  fiscal  arrangements 
in  the  best  interests  of  Albertans.  Alberta  successfully  negotiated  a  greater 
per  capita  share  of  federal  transfers  than  under  the  previous  allocation.  In 
1996-97,  the  first  year  of  the  Canada  Health  and  Social  Transfer  (CHST), 
Alberta  received  8 1  %  of  the  per  capita  national  average  cash  transfer.  After 
federal-provincial  discussions,  the  federal  government  announced  that  the 
CHST  allocation  would  gradually  move  towards  a  more  equal  per  capita 
allocation.  Alberta's  per  capita  share  is  expected  to  rise  to  88%  by  2002-03. 
As  a  result,  Alberta  will  receive  about  $500  million  more  in  total  federal 
transfers  over  this  period.  While  this  is  a  definite  improvement,  Alberta 
Treasury  will  continue  to  press  the  federal  government  to  move  more 
quickly  to  an  equal  per  capita  distribution  of  the  CHST. 
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Accountability  to  Albertans 

Alberta  has  the  most  transparent  and  comprehensive  financial  reporting 
system  in  the  country.  The  Government  Accountability  Act requires  the 
annual  publication  of  three-year  business  plans  that  identify  goals, 
objectives  and  spending  plans  of  the  government  and  individual  ministries. 
The  Act  also  requires  that  the  government  provide  quarterly 
financial  updates.  Other  laws  require  balanced  budgets,  elimination 
of  Alberta's  net  debt,  improved  accountability  for  results,  taxpayer 
protection  and  an  end  to  special  government  loans  and  loan 
guarantees  to  business. 


Goal: 


To  ensure  government  is 
accountable  to  Albertans. 


Fully  Consolidated  Budgets  and  Business  Plans 

In  1996-97,  Treasury  achieved  another  milestone  by  being  the 
first  province  to  publish  fully  consolidated  budgets  and  business 
plans  for  all  government  entities.  Agenda  '96  established  goals  and 
measures  for  each  of  the  government's  core  businesses  -  People,  Prosperity, 
and  Preservation.  A  comprehensive  set  of  strategies  and  actions  to  achieve 
these  goals  was  outlined  in  the  various  Ministry  Business  Plans.  An  annual 
accounting  of  both  the  financial  results  and  performance  measures  will  be 
included  in  the  Annual  Report  of  each  of  the  Ministries  as  set  out  in  the 
Government  Accountability  Act.  Accountability  is  also  ensured  through  the 
publication  of  Measuring  Up,  which  reports  on  the  progress  of  the 
government's  three  core  businesses. 

Treasury  s  Changing  Role 

Treasury  is  committed  to  providing  leadership  in  accountability  for 
financial  management,  while  facilitating  increased  Ministry  responsibility 
and  accountability  for  financial  management.  The  nature  of  government 
accountability  has  changed  dramatically  as  a  result  of  the  passage  of  the 
Government  Organization  Act,  Government  Accountability  Act,  Deficit 
Elimination  Act,  Balanced  Budget  and  Debt  Retirement  Act  and  changes  to 
the  Financial  Administration  Act. 


Government 
improves 
accountability  to 
Albertans 

Public,  timely, 
relevant  and 
understandable 
financial  reporting 


The  nature  of 
government 
accountability  has 
dramatically 
changed  as  a  result 
of  recent  legislation 


Ministries  now  have  greater  responsibility  and  more  autonomy  for 
reporting  financial  results  and  business  outcomes  at  the  Ministry  level. 
Treasury  now  monitors  and  advises,  rather  than  controls. 

The  Provincial  Treasurer  is  still  responsible  for  all  matters  related  to  the 
Province's  financial  affairs.  Treasury  is  placing  significantly  more  reliance 
on  each  Ministry  to  provide  timely  and  accurate  consolidated  financial 
information  on  a  quarterly  and  annual  basis. 
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Measuring  and 
tracking  results 
impro  ves  program 
quality  and 
budgeting 


Public  support  for 
the  go  vernment 's 
fiscal  performance 
continues  to  gro  w 


Satisfaction  of 
deputy  heads  and 
senior  financial 
officers  with  the 
government's 
accountability  system 


Measuring  and  Reporting  the  Government's 
Performance 

In  June  1996,  Treasury  published  Measuring  Up,  the  Second  Annual 
Report  on  the  Performance  of  the  Government  of  Alberta,  1995-96  Results. 
The  report  provides  the  public  with  an  accountability  document  that 
compares  results  achieved  to  targets  set.  In  addition,  Measuring  Up 
reported  on  the  government's  strategies  to  illustrate  what  is  being  done  to 
achieve  its  goals. 

Measuring  and  tracking  results  makes  it  possible  for  policy  makers  to 
improve  the  quality  of  programs  and  services  for  Albertans,  and  to  help 
make  choices  about  whether  to  revise,  retain,  or  abandon  existing  programs. 

Albertans'  Satisfaction  with  Treasury's  Performance 

A  survey  of  Albertans  in  the  last  week  of  March  1997  indicated  that 
39%  of  Albertans  believe  that  the  province  is  a  better  place  to  live  now  than 
it  was  a  year  ago,  while  5 1  %  indicated  no  change.  About  50%  anticipate 
better  times  ahead  for  the  province.  Albertans  credit  the  government  for  its 
efforts  to  eliminate  the  deficit  and  reduce  the  debt  and  have  a  higher  opinion 
of  the  government's  handling  of  the  economy  and  its  ability  to  spend  wisely. 

Public  support  for  the  government's  actions  in  achieving  a  balanced 
budget  continues  to  grow.  The  government  is  perceived  most  positively  for 
how  it  has  handled  the  economy,  kept  taxes  at  a  reasonable  level,  and  dealt 
with  the  federal  government.  Support  for  the  government's  stated  direction 
of  achieving  surpluses  in  order  to  reduce  the  provincial  debt  remains  very 
high. 

Client  Satisfaction 

Each  year  Treasury  undertakes  client  satisfaction  surveys.  One  survey 
measures  the  satisfaction  of  deputy  ministers  with  the  government's 
accountability  system.  All  of  the  responding  deputies  were  satisfied. 
Another  survey  determines  the  satisfaction  of  ministries'  senior  financial 
officers  (SFO)  with  standards,  policies,  and  guidelines  issued  by  Treasury 
that  are  applicable  to  them.  The  survey  indicated  that  91%  of  Ministry  SFOs 
were  satisfied  or  very  satisfied  with  standards,  policies  and  guidelines  issued 
by  Treasury  as  compared  to  78%  in  1995-96.  This  was  a  significant 
improvement  in  one  year  and  it  surpassed  our  80%  target. 
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Satisfaction  of  the  Auditor  General 

The  Auditor  General  has  indicated  that  progress  relating  to  the 
implementation  of  the  government  accountability  framework  is  satisfactory 
and  that  the  rapid  and  fundamental  change  is  making  a  difference.  He  has 
stated  that  there  is  an  increasing  awareness  that  the  government  must 
demonstrate  that,  when  it  spends  money,  it  does  so  with  an  understanding  of 
the  desired  results.  The  government  should  also  provide  objective 
information  on  what  was  actually  achieved.  As  people  gain  a  better 
understanding  of  the  information  provided,  there  will  be  pressure  for  even 
more  useful  information.  As  planning  decisions  improve,  so  will 
performance. 

Full  Costing  of  Services  to  Ministries 

The  Auditor  General  recommended,  and  Treasury  agreed,  that  ministries 
should  include  the  full  cost  of  their  operations,  including  accommodations, 
legal  fees,  and  capital  costs,  in  their  financial  statements.  Treasury's  goal 
is  to  develop  a  framework  in  which  all  significant  costs  associated  with 
each  ministry  are  reported  in  their  consolidated  financial  statements. 
This  has  been  a  greater  challenge  than  anticipated,  and  comprehensive 
implementation  of  full  costing  will  be  delayed  until  1998-99.  Presently, 
the  most  significant  of  these  expenses  are  disclosed  in  notes  to  Department 
and  Ministry  financial  statements. 

Alberta  Family  Employment  Tax  Credit 

Over  the  past  year,  initiatives  have  been  taken  to  support  working 
Alberta  families  with  children.  The  Alberta  Family  Employment  Tax 
Credit,  when  fully  implemented,  will  provide  up  to  $  1 ,000  for  families  with 
annual  family  employment  income  greater  than  $6,500  and  less  than 
$50,000  total  income.  The  first  of  two  stages  of  the  Credit  was 
implemented  on  January  1.  1997.  Alberta  also  contributed  to  the  design  of 
the  federal  National  Child  Benefit.  This  program  assists  working  parents 
and  should  result  in  fewer  families  on  social  assistance. 


"Overall progress  in 
improving 
government 
accountability  is 
satisfactory  and 
proceeding 
according  to  plan  " 


Treasury  is 
developing  a 
frame  work  for  full 
cost  accounting 
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Goal: 

A  fair,  competitive 
provincial  tax  system. 


Key  Performance  Measure 

Relative  Provincial  and  Municipal  Tax  Load  on  Albertans 


Lowest 
overall 
taxes  in 
Canada 


1991-92 

1992-93 

1993-94 

1994-95 

1995-96 

1996-97 

Tax  Load* 
78.0% 

77.0% 

76.4% 

75.7% 

73.5% 

75.3% 

Rank 
One 

One 

One 

One 

One 

One 

*  relative  to  the  all  province  average 

Key  Performance  Measure 
Total  Tax  Load  for  1996-97 


Province              %  of  Canadian  Average 

Province 

%  of  Canadian  Average 

Alberta 

75.3 

Ontario 

101.1 

Nova  Scotia 

91.6 

Newfoundland 

106.2 

Prince  Edward  Island 

96.6 

Manitoba 

109.7 

New  Brunswick 

98.1 

Quebec 

110.2 

British  Columbia 

99.7 

Saskatchewan 

116.3 

Alberta  has  the 
lowest  overall 
taxes  in  Canada 
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Provincial  Personal  Income  Tax  Rates  - 1997 


3        LU  2 


Basic  provincial  personal  income  tax  rates  expressed  as  a  percentage  of  basic  federal  tax 
-  Quebec's  rate  is  not  comparable  and  is  therefore  not  shown. 
Source:  Alberta  Treasury 
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Provincial  Corporate  Income  Tax  Rates  - 1997 
18 


CD  2 


Source:  Alberta  Treasury 

Alberta 's  Tax  Plan 

Treasury  is  implementing  initiatives  from  the  1996  Alberta  Budget's 
proposed  tax  plan: 

♦  Residential,  farm  and  business  education  property  tax  rates  have  been 
reduced. 

♦  The  province's  education  property  tax  on  machinery  and  equipment  was 
cut  by  20%  for  the  1996-97  fiscal  year.  The  remainder  of  the  tax  should 
be  eliminated  on  schedule  by  1999. 

♦  International  and  domestic  aviation  fuel  taxes  were  reduced  from  5  cents 
per  litre  to  1.5  cents  per  litre,  effective  January  1997. 

♦  Railway  fuel  tax  will  drop  from  9  cents  per  litre  to  3  cents  per  litre  by 
1999. 

♦  After  consultation  with  Albertans.  elimination  of  the  personal  income 
flat  tax  and  surtax  has  been  put  on  hold  to  ensure  quality  health  and 
education  for  Albertans  and  until  further  progress  has  been  made  on  debt 
reduction . 

Federal  /Pro  vincial  Co-operation 

Alberta  has  successfully  represented  prov  incial  interests  at  the  federal 
level.  While  the  federal  government  originally  announced  that  it  would 
provide  less  tax  relief  to  Alberta  investors  in  labour-sponsored  venture 
capital  corporations  than  to  investors  in  other  provinces,  they  later  agreed  to 
provide  the  same  level  of  federal  credit  to  Albertans.  The  federal 
government  has  acted  on  Alberta's  recommendations  that  gifts  to  registered 
charities  receive  the  same  tax  relief  as  gifts  to  the  Crown. 


Alberta 's  corporate 
tax  rate  is 
competitive  with 
those  of  other 
jurisdictions 


Federal  willingness 
to  listen  and  act  on 
provincial 
representations; 
federal  tax  policy 
that  is  consistent 
with  Alberta's 
economic  agenda 
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Goal: 

A  simple  and  efficient 
tax  collection  system. 


The  cost  of 
processing  a  tax 
return  to  be  reduced 
by  15%  by  1998-99 


A  reduction  in  costs 
of  compliance  for 
taxpayers  and 
administrative  costs 
for  all  jurisdictions 


Interactive  Voice 
Response  system 
introduced 


Treasury  on  the 
Information 
Super- High  way 
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Tax  and  Revenue  Administration 

Revenue  collection  and  administration  is  the  responsibility  of 
Tax  and  Revenue  Administration  (TRA).  TRA  works  closely  with 
the  Tax  Policy  group  of  the  Office  of  Budget  and  Management  on 
matters  of  tax  policy  and  legislation.  Together  the  two  areas  work 
towards  providing  a  fair,  competitive,  simple  and  efficient  provincial 
tax  revenue  system. 

Reduced  Administrative  Costs 

Revenue  Canada  and  Alberta  Treasury,  in  partnership  with  the 
Ontario  Ministry  of  Revenue,  are  working  to  establish  a  common  electronic 
filing  process  for  corporations  filing  corporate  income  tax  returns.  The 
anticipated  implementation  date  is  late  1998.  Treasury  is  completely  re- 
engineering  its  business  processes  and  computer  systems.  Initiatives  include 
the  introduction  of  imaging  technology  and  a  point  of  sale  system  for 
verifying  Alberta  Indian  Tax  Exemption  claims.  This  will  result  in  a 
simplified  system  and  reduced  costs  to  taxpayers. 

Reduced  Compliance  Costs 

Treasury  has  established  joint  compliance  projects  with  Revenue 
Canada  related  to  the  collection  and  auditing  of  tax  to  reduce  compliance 
costs  and  broaden  compliance  coverage.  Over  the  past  year,  Treasury  has 
worked  with  Revenue  Canada  and  other  provincial/territorial  jurisdictions  to 
update  information  sharing  agreements  between  tax  administrations.  These 
measures  help  prevent  double  taxation. 

Ne  w  Process  for  Propane  Tax  Collection 

During  1996-97,  Treasury  changed  the  tax  collection  process  for 
propane.  Propane  producers  and  distributors,  rather  than  propane  retailers, 
now  collect  and  remit  the  tax.  Along  with  this  change,  Treasury  introduced 
an  Interactive  Voice  Response  (IVR)  system,  which  allows  propane  retailers 
to  submit  by  telephone  refund  applications  for  sales  of  tax-exempt  propane, 
which  significantly  reduces  the  time  required  to  process  refunds.  The  IVR 
technology  will  be  applied  to  other  compatible  Treasury  programs. 

Treasury  on  the  Internet 

All  major  publications  (budget,  quarterly  reports,  Public  Accounts, 
Measuring  Up)  and  all  tax-related  information  circulars  and  interpretation 
bulletins  produced  by  Treasury  have  been  put  on  the  Internet,  at 
http://www.treas.gov.ab.ca.  This  results  in  production  cost  savings  and 
provides  taxpayers  with  up-to-date  information. 
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Client  Survey 

Tax  and  Revenue  Administration  conducted  its  second  annual  client 
survey,  which  reported  that  overall  satisfaction  with  TRA's  services 
increased  to  78.9%,  showing  steady  progress  towards  the  target  of  80% 
satisfaction.  Of  note,  clients  were  satisfied  with  compliance  costs  and 
business  processes,  despite  reductions  in  staff  during  the  year. 


Target: 

80%  satisfaction 
with  the  service  and 
administration  of  tax 
programs 


Treasury  Administers  Health  Cost  Recovery 

Treasury  is  responsible  for  administering  the  new  health  cost  recovery 
provision  of  the  Hospitals  Act.  Automobile  insurers  must  remit  to  the 
Provincial  Treasurer  for  each  calendar  year  an  amount  representing  their 
proportionate  share  of  the  total  estimated  provincial  health  costs  attributed  to 
automobile  accidents.  Treasury  has  worked  with  industry  to  reduce  the 
complexity  of  calculating  and  reporting  these  costs,  which  will  result  in 
administrative  savings  for  both  industry  and  government. 

Tax  Re  venues  Increased 

Tax  revenue  in  1996/97  was  up  from  the  previous  year: 

♦  Personal  incomes  increased  due  to  increases  in  employment  and  wages  in 
Alberta. 

♦  Corporate  profits  increased  due  to  a  healthy  Alberta  economy  and  higher 
world  oil  prices. 


Investment  Management 

Investment  Management  works  to  maximize  investment  returns 
for  the  province.  It  provides  investment  expertise  to  a  wide  range  of 
provincial  government  entities  including  the  Alberta  Heritage 
Savings  Trust  Fund,  the  Alberta  Heritage  Scholarship  Fund,  and  the 
Alberta  Heritage  Foundation  Medical  Research  Endowment  Fund. 
It  also  administers  $  1 7  billion  in  trust  funds,  the  bulk  of  which  are 
the  public  sector  pension  funds  sponsored  by  the  province. 

The  investment  objectives  vary  for  the  funds  under  management, 
reflecting  the  financial  requirements  and  risk  tolerance  of  the  fund  and  the 
fund  stakeholders.  To  meet  the  investment  policies  and  achieve  the  goals  of 
each  fund.  Investment  Management  has  developed  a  wide  range  of 
investment  products,  which  can  be  put  together  to  meet  the  specific  risk 
profile  of  each  fund. 


Goal: 

To  maximize  investment 
returns. 


Given  the  breadth  of  products,  both  external  managers  and  Treasury 
expertise  are  used  to  ensure  that,  for  any  given  product,  the  necessary 
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specialized  knowledge  and  skill  is  utilized.  External  managers  are  used 
primarily  when  investing  in  foreign  equities  and  in  specialized  domestic 
areas.  The  overall  performance  of  the  investment  products  grouped  by  asset 
class  managed  by  Investment  Management  is  shown  in  the  following  table. 


Key  Performance  Measure 

Investment  Performance  Marketable  Pools 

for  the  Year  Ended  March  31,  1997 


Annual 
Return 

Benchmark 

% 

% 

Canadian  Public  Debt  Pool 
Short-term 
Long-term 
Total 

5.1 
13.5 
12.5 

12.4 

Scotia  Capital  Markets 

DUN  (J  UillVclbc 

Consolidated  Cash  Investment 

Trust  Fund 
Short-term  and  Cash  4.4 
Maturities  greater  than  one  year  7.3 
Total  4.5 

4.2 

Scotia  Capital  Markets 

91  Day  Canadian  Treasury  Bill 

Canadian  Public  Equity 

22.2 

20.1 

Toronto  Stock  Exchange 
300  Index 

Global  Structured  Equity  Pool 

15.1 

10.9 

Morgan  Stanley  Capital 
International  World  Index  ($Cdn) 

Global  Active  Managers 

5.3 

10.9 

Morgan  Stanley  Capital 
International  World  Index  ($Cdn) 

With  the  exception  of  the  Global  Active  Manager  component,  each 
product  area  has  met  or  exceeded  the  broad  market  index  against  which  it  is 
measured.  In  the  Global  Active  Manager  component,  the  chief  source  of 
under-performance  was  in  U.S.  equities.  This  was  due  to  a  heavier 
weighting  of  smaller  growth  companies  than  in  the  Standard  &  Poor's  500 
index,  which  is  composed  of  the  500  largest  companies  in  the  United  States. 
During  1996,  the  large  companies  performed  far  better  than  the  rest  of  the 
market.  Historically,  smaller  companies  have  out-performed  larger 
companies  over  the  long  term  and  the  recent  under-performance  should  be  a 
short-term  phenomenon. 
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Alberta  Heritage  Savings  Trust  Fund 

In  1996-97,  the  Alberta  Heritage  Savings  Trust  Fund  was  restructured  to 
meet  the  needs  of  Albertans  now  and  in  the  future.  Based  on  consultation 
with  Albertans  in  1994-95  and  the  recommendations  of  the  March  1995 
all-party  report  Future  Directions  for  Alberta  s  Heritage  Fund,  the  Alberta 
Heritage  Savings  Trust  Fund  Act  was  passed  in  1996  and  came  into  effect 
in  January  1997.  The  Fund  has  been  restructured  to: 

♦  set  out  a  new  investment  framework  for  the  Fund  including  separation  of 
assets  into  two  distinct  portfolios:  a  Transition  Portfolio  that  focuses  on 
earning  income  over  the  short  to  medium  term  to  support  the 
government's  fiscal  plan,  and  an  Endowment  Portfolio  that  invests  for  the 
long  term. 

♦  change  the  governance  structure  of  the  Fund  to  better  separate  it  from 
government  influence  while  recognizing  the  need  for  ministerial 
accountability. 

♦  establish  an  investment  operations  committee,  with  private  sector 
business  and  financial  expertise,  to  review  and  approve  investment  policy 
statements,  business  plans  and  financial  reports. 


Developed  a 
restructured Alberta 
Heritage  Sa  vings 
Trust  Fund  and 
implemented 
changes  to  the 
Fund 's  in  vestment 
objectives 


An  all-party  Select  Standing  Committee  of  the  Legislative  Assembly 
was  established  to  review  the  activities  of  the  Fund  and  to  approve  its 
Business  Plan  and  Annual  Report.  The  committee  also  conducts  public 
meetings  to  report  on  the  Fund's  investment  activities  and  performance  of 
the  Fund.  The  Transition  Portfolio  was  established  with  assets  of 
$  1 0.6  billion.  These  funds  are  invested  primarily  in  interest-bearing 
securities  in  order  to  provide  a  steady  stream  of  interest  income.  Assets  will 
be  gradually  transferred  to  the  Endowment  Portfolio.  The  Endowment 
Portfolio  was  established  with  assets  of  $  1 .2  billion.  The  objective  of  this 
portfolio  is  to  optimize  long-term  financial  returns.  The  results  Treasury 
achieved  are: 


♦  On  a  book-value  basis,  the  Fund  earned  $932  million  in  1996-97.  This 
was  down  11%  from  a  year  earlier,  primarily  due  to  lower  interest  rates. 

♦  The  net  assets  of  the  Fund  increased  to  $12  billion.  $176  million  of  Fund 
income  ( 1 .5%  of  assets)  was  required  by  statute  to  be  retained  to  offset 
inflation. 


Pre-Restructuring  Performance 

All  rate  of  return  performance  figures  presented  below  are  for  the  April 
1996  to  December  1996  period  and  are  not  annualized.  The  old  structure  of 
the  Heritage  Fund  was  still  in  place  during  this  time.  It  consisted  of  four 
divisions  (Canada  Investment  Division.  Alberta  Investment  Division, 
Commercial  Investment  Division  and  Capital  Projects  Division)  and  the 


Refining  the 
objectives  for  the 
in  vestment  portfolio 
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Ongoing 

de  velopment  and 

execution  of 

in  vestment  strategies 

to  meet  in  vestment 

objectives 


Cash  and  Marketable  Securities  portfolio. 

The  Fund's  performance  was  dominated  by  the  Cash  and  Marketable 
Securities  portfolio,  which  accounted  for  approximately  69%  or  $8.0  billion 
of  fund  assets,  and  59%  or  $414  million  of  the  total  Heritage  Fund  income 
over  the  nine  month  period.  Of  the  total  cash  and  marketable  securities 
portfolio,  approximately  27%  was  invested  in  securities  with  less  than  a  year 
to  maturity.  For  the  nine  month  period  ended  December  31,  1996,  the  Cash 
and  Marketable  Securities  portfolio  earned  a  market  rate  of  return  of  8.5%. 


Heritage  Fund  Income 

for  the  Nine  Months  Ended  December  31, 1996 

($  millions) 


Alberta 
Investment 
Division 
29.5% 
$208 


Cash  and 
Marketable 
Securities 
Portfolio 
58.7% 
$414 


Canada 
Investment 
Division 
7.6% 
$53 


Commercial 
Investment 
Division 
4.1% 
$29 

Capital 
Projects 
Division 
0.1% 
$1 


Post-Restructuring  Performance 

All  rate  of  return  performance  figures  presented  below  are  for  the  three 
month  period  ended  March  31,  1997,  and  are  not  annualized. 

a.  Transition  Portfolio  The  Transition  Portfolio's  investment 
performance  is  measured  against  the  market  cost  of  the  Canadian  dollar 
portion  of  the  province's  debt  portfolio.  Using  these  benchmarks,  the 
portfolio  exceeded  its  benchmark  with  a  total  return  for  the  three  months 
ended  March  31.1 997  of  0.46%,  compared  to  the  Canadian  dollar 
-provincial  debt  portfolio  market  value  cost  of  0.05%. 


b.  Endowment  Portfolio  Risk  is  reduced  through  diversification 
between  and  within  fixed  income  and  equity  asset  classes.  The  portfolio's 
market  value  returned  -0.4%  compared  to  the  benchmark  portfolio  of  -0. 1  %, 
a  slight  under-performance. 
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Liability  Management 

Liability  Management  works  to  achieve  the  lowest  cost  on  debt  within 
an  acceptable  degree  of  variability  on  debt  servicing  costs.  Alberta  meets  its 
borrowing  requirements  through  a  number  of  borrowing  programs  that 
allow  the  province  to  lower  debt  costs  and  diversify  its  investor 
base.  Various  financial  products  and  instruments  are  employed  to 
meet  debt  management  objectives. 


Goal: 


Treasury  has  established  benchmarks  that  will  be  used  to 
measure  the  performance  of  the  debt  portfolio  beginning  in  1997-98. 
The  benchmark  debt  portfolio  was  developed  with  the  assistance  of 
major  international  investment  dealers.  The  benchmark  portfolio  has 
the  following  composition:  duration  of  Canadian  dollar  debt  of 
2.8  years  (approximately  a  3.5  year  term  to  maturity);  duration  of  U.S. 
dollar  debt  of  1 .0  years  (approximately  a  1 . 1  year  term  to  maturity);  and  the 
proportion  of  U.S.  dollar  debt  to  total  debt  of  34%.  Duration  is  the 
weighted  average  term  to  maturity  of  a  debt  that  takes  into  account  the 
timing  and  amount  of  both  principal  and  interest  payments. 

During  1996-97.  Treasury  issued  Alberta  Savings  Certificates  to  Alberta 
investors  and  several  medium-term  notes  in  the  Canadian  market,  as  well  as 
borrowing  in  Japanese  yen,  Australian  and  New  Zealand  dollars  in 
international  markets.  Any  obligations  in  foreign  currencies  were  swapped 
into  either  Canadian  or  U.S.  dollars.  The  department  also  established  a 
U.S. $750  million  revolving  credit  facility  to  provide  an  assured  source  of 
liquidity. 

During  the  year.  Treasury  continued  efforts  to  provide  information  to 
investors  in  Alberta  bonds.  These  initiatives  included: 

♦  producing  a  booklet  in  English  and  Japanese,  entitled  The  Alberta 
Advantage,  which  provides  financial  information  on  the  province. 

♦  making  presentations  to  investment  banks,  life  insurance  companies,  and 
pension  funds  that  invest  in  Alberta  bonds. 

♦  maintaining  a  database  of  over  200  investors  and  analysts  throughout  the 
world,  who  were  sent  budget  highlights  and  other  financial  information. 


To  minimize  borrowing 
costs. 


Assess  alternatives, 
measure  risks,  and 
emplo  y  financial 
products  to  meet 
debt  management 
objectives 


Provide  cost-effective 
information  to 
in  vestors  and  credit 
rating  agencies 
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Performance  Measures: 

1.  Market  value  cost  of  debt 

♦  This  measures  the  total  cost  of  carrying  the  debt  portfolio,  including  cash 
interest  costs  and  the  change  in  the  market  value  of  debt  outstanding. 

♦  The  market  value  cost  of  debt  is  calculated  at  market  values,  using  the 
time-weighted  method  (the  standard  industry  measure  of  performance). 
This  measure  reflects  the  economic  cost  of  the  debt. 


Market  Value  Cost  of  Debt 

Year  Ended 
March  31, 1997 
1  Year       2  Years 

% 

% 

Canadian  Dollar  Portfolio 

Short-term  and  floating  rate  debt 
Medium  and  long-term  debt 

3.82 
10.76 

5.58 
12.29 

Total 

8.05 

9.23 

US  Dollar  Portfoho 

Short-term  and  floating  rate  debt 
Medium  and  long-term  debt 

3.94 
4.10 

5.24 
7.08 

Total 

4.00 

6.59 

Total  Portfolio  in  Canadian  Dollars 

7.25 

8.14 

2.  Book  Value  Cost  of  Debt 

♦  This  measures  debt  servicing  costs  as  a  percentage  of  weighted  average 
debt  outstanding. 

♦  Book  value  cost  of  debt  is  calculated  at  book  values  using  a  method 
similar  to  an  internal  rate  of  return.  This  measure  reflects  the  accounting 
cost  of  debt. 

Book  Value  Cost  of  Debt 

1  Year        2  Years 

% 

% 

Year  ended  March  31, 1997 

7.65 

7.99 
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3.  Market  Spreads 

♦  Alberta's  cost  of  borrowing  is  determined  relative  to  the  federal 
government  interest  rate  for  the  same  term.  The  difference  in  the  interest 
rate  Alberta  would  pay  on  a  particular  term  debt  compared  to  the  federal 
government  is  called  a  market  spread.  The  relative  market  spread  for 
comparable  provinces  is  a  reflection  of  the  province's  credit  rating  and 
the  market's  perception  of  the  province's  fiscal  management  and  how  the 
provincial  debt  is  managed. 

♦  Alberta  borrows  at  the  lowest  market  spreads  of  all  Canadian  provinces. 


Key  Performance  Measure 
Market  Spreads 


5-vear  Bonds 

10-vear 

Bonds 

Canada 

Alberta 

B.  C. 

Ontario 

Canada 

Alberta 

B.  C. 

Ontario 

Rate 

Rate 

(%) 

(basis  point  spread)* 

(%) 

(basis  point  spread)* 

March  31,  1993 

6.90 

+46 

+49 

+75 

7.52 

+58 

+61 

+84 

March  31,  1994 

7.64 

+30 

+30 

+50 

8.03 

+30 

+30 

+66 

March  31.  1995 

8.37 

+  1 1 

+  13 

+30 

8.67 

+  17 

+  19 

+36 

March  31.  1996 

7.05 

+8 

+  10 

+  17 

7.67 

+  14 

+  17 

+28 

March  31.  1997 

6.04 

+5 

+  1  1 

+  11 

6.68 

+8 

+  18 

+  18 

Credit  Rating 

at  March  31.  1997: 

Standard  and  Poor's 

AA 

AA+ 

AA- 

AA 

AA+ 

AA- 

Moody's 

Aa2 

Aal 

Aa3 

Aa2 

Aal 

Aa3 

*  a  basis  point  is  one  one-hundredth  of  a  percent 
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Treasury  Operations 


Goal: 

An  efficient,  fair  and 
competitive  capital 
market  and  regulatory 
environment  for 
financial  institutions. 


Concentrate  cash, 
settle  in  vestment  and 
debt  transactions 
and  make 
disbursements  via 
efficient  systems 
and  banking 
arrangements 


Treasury  is  adopting 
measures  to  impro  ve 
budgeting  and 
control  of  losses 


Loans  and 
guarantees  down 
to  $1.4  billion 
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Treasury  Operations  is  responsible  for  providing  banking  and 
cash  management  and  risk  management  services  to  the  government; 
monitoring  and  managing  loans  and  guarantees  of  the  government; 
and  regulating  the  financial  institution  industry  in  Alberta. 

Banking  and  Cash  Management 

Treasury  provides  banking  and  cash  management  services  to 
most  government  entities.  Some  of  the  major  results  achieved 
during  the  year  included: 


effectively  and  efficiently  handled  cash  flow  of  $194  billion,  including 
revenues,  expenses  and  investment  and  debt  transactions, 
decreased  the  number  of  bank  accounts  by  10%  to  866,  resulting  in 
improved  banking  efficiencies. 

reduced  banking  costs  by  $139,000  or  14%  in  one  year. 

reduced  risks  associated  with  transactions  by  increasing  the  use  of 

electronic  revenue  collection. 


Risk  Management  and  Insurance 

Through  the  Risk  Management  Fund,  Treasury  helps  ministries  protect 
public  assets  from  the  risk  of  accidental  loss,  reduces  the  cost  of 
administering  risk  management  services,  and  ensures  accountability  of 
ministries  and  agencies.  The  Fund's  equity  position  in  1996-97  went  from  a 
debt  of  $2.5  million  to  $6. 1  million,  mostly  due  to  losses  from  claims  arising 
prior  to  April  1,  1995.  Treasury  is  actively  pursuing  measures  that  will 
improve  budgeting  for  and  control  of  conditions  affecting  losses  covered  by 
the  Fund.  For  example,  Treasury  is  providing  Ministries  with  additional 
information  regarding  services  provided  by  the  Risk  Management  Fund, 
and  is  working  with  them  to  reduce  the  impact  of  claims  on  their  financial 
positions. 

Loans  and  Guarantees 

Loans  and  Guarantees  administers  several  major  project  loan 
agreements  and  other  guarantee  and  indemnity  agreements.  In  addition,  the 
division  oversees  the  wind  up  of  N.A.  Properties  (1994)  Ltd.  and  AGT 
Commission.  These  are  provincial  corporations  which  own  non-core 
financial  assets  (loans,  mortgages  and  foreclosed  real  estate). 

In  accordance  with  over-all  government  policy  to  get  out  of  the  business 
of  being  in  business,  total  guarantees  have  been  substantially  reduced  to 
$1.4  billion  in  1996-97,  from  $2.1  billion  in  1995-96,  and  total  non-core 


Treasury 
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financial  assets  administered  by  the  division  have  been  reduced  by 
$35  million  to  $635  million. 

Financial  Institutions  and  Insurance 

Treasury  regulates  the  credit  union,  insurance,  loan  and  trust  industries 
in  Alberta,  balancing  the  interests  of  stakeholders  including  depositors, 
insurance  policy  holders,  investors  in  credit  unions  and  the  companies 
themselves. 

Regulation  deals  with  disclosure  and  other  market  conduct  issues,  and 
issues  surrounding  solvency.  Treasury  provides  access  to  financial  and 
corporate  information  about  these  companies  through  public  registries,  acts 
as  a  facilitator  between  stakeholders  and  hears  appeals  to  decisions  made  by 
the  Alberta  Insurance  Council. 

While  ensuring  the  solvency  of  a  company  is  not  Treasury's  direct 
responsibility,  as  that  is  the  role  of  the  company's  directors  and  officers,  it 
does  try  to  minimize  the  financial  losses  of  affected  depositors  or  policy 
holders  through  enforcement  of  legislation.  Treasury's  role  with  respect  to 
deposit  insurance  is  restricted  to  ensuring  that  the  Credit  Union  Deposit 
Guarantee  Corporation  has  the  ability  to  fulfil  its  guarantee  of  credit  union 
deposits. 

There  were  no  financial  failures  of  provincially  incorporated  insurance, 
loan  or  trust  companies  or  credit  unions  during  1 996-97. 

A  major  initiative  of  the  Financial  Institutions  Statutes  Amendment  Act 
was  to  eliminate  the  regulator}'  duplication  between  our  province  and  the 
federal  and  other  provincial  governments  relating  to  the  solvency  of 
insurance,  trust  and  loan  companies  that  are  incorporated  outside  Alberta. 
As  a  result.  Treasury  does  not  now  regulate  the  solvency  actions  of  those 
companies  even  when  they  are  operating  within  Alberta.  This  will  reduce 
the  costs  of  compliance,  as  well  as  costs  of  regulation.  The  market  conduct 
of  all  companies  operating  in  Alberta  is  still  enforced  by  Treasury, 
regardless  of  the  place  of  incorporation. 

The  Insurance  Act  is  currently  being  rewritten  in  order  to  regulate  only 
where  necessary.-and  only  tolhe  extent  required.-Consultations  with 
industry  relating  to  corporate  governance  and  market  conduct  issues  have 
taken  place  and  a  broader  consultation  will  follow.  Credit  union  legislation 
is  scheduled  for  review  in  1998. 

Disclosure  requirements  for  insurance  segregated  funds  will  be 
improved  and  harmonized  and  an  increased  reliance  will  be  placed  on  the 
industry  to  self-regulate  these  products. 


An  efficient,  fair  and 

competitive 

regulatory 

en  vironment  for 

financial  institutions 
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A  fair  and  efficient 
capital  market  in 
Alberta  and 
confidence  in  that 
market 


Regulatory  Agencies 


Annual  Reports  detailing  the  operations  and  results  of  the  Alberta 
Securities  Commission,  the  Credit  Union  Deposit  Guarantee  Corporation, 
the  Alberta  Insurance  Council  and  the  Alberta  Automobile  Insurance  Board 
are  available  from  the  respective  regulatory  agency. 

Alberta  Securities  Commission 

The  Alberta  Securities  Commission  (ASC)  is  a  provincial  corporation 
that  regulates  the  capital  market  in  Alberta,  balancing  the  interests  of  all 
stakeholders,  including  the  issuing  company,  those  persons  who  sell 
financial  products  and  investors. 


Regulation  deals  with  disclosure  and  other  market  conduct  issues.  The 
ASC  provides  public  access  to  certain  financial  and  corporate  information 
about  issuers.  It  also  takes  enforcement  action  against  violators  under  the 
Securities  Act  and  hears  appeals  of  decisions  made  by  the  Executive 
Director  of  the  ASC,  the  Alberta  Stock  Exchange  and  the  Investment 
Dealers'  Association  of  Canada. 


Key  Performance  Measure 
Capital  in  the  amount  of  $7.3  billion  was  raised  through  prospectus 
offerings,  mutual  funds  and  private  placements  in  the  province  in 
1996/97.  This  represented  approximately  8.5%  of  the  total  capital  raised 
in  Canada,  excluding  government  debt,  and  was  up  from  the  $4.8  billion 
(10%  of  the  Canadian  total)  raised  in  1995/96. 


The  ASC  continues  to  foster  an  efficient  marketplace  by  improving 
efficiency  through  increased  co-ordination  with  other  bodies  regulating 
securities.  This  includes  continued  participation  in  the  Canadian  Securities 
Administrators  committees  and  the  signing  of  a  regulatory  accord  with 
British  Columbia  Securities  Commission.  Regulation  is  also  becoming  more 
responsive  and  flexible  to  the  needs  of  the  quickly  changing  marketplace 
with  the  introduction  of  rule-making  powers.  Harmonization  through  the 
creation  of  a  national  securities  regulator  is  being  discussed,  but  an 
agreement  has  not  been  reached.  Regardless  of  the  outcome,  the  ASC  will 
work  to  promote  a  regulatory  structure  that  is  able  to  accommodate  the  needs 
of  our  capital  markets  and  investors  in  Alberta.  Other  steps  to  improve 
efficiencies  include  implementation  of  the  System  for  Electronic  Document 
Analysis  and  Retrieval  and  the  work  towards  building  a  single  filing  and 
review  system  for  registrating  securities  dealers  and  some  advisors. 
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Overall,  fees  are  being  lowered  to  ensure  that  the  capital  market  sector 
pays  only  for  the  costs  of  regulation. 
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Credit  Union  Deposit  Guarantee  Corporation 

The  Credit  Union  Deposit  Guarantee  Corporation  (CUDGC)  is  a 
provincial  corporation  that  regulates  the  solvency  of  credit  unions  in 
Alberta. 

While  ensuring  the  solvency  of  a  credit  union  is  not  CUDGC's  direct 
responsibility,  as  that  is  the  role  of  the  credit  union's  directors  and  officers,  it 
is  responsible  for  ensuring  that  the  credit  union  is  operating  in  compliance 
with  the  Credit  Union  Act  and  for  guaranteeing  100%  of  each  credit  union's 
deposits.  To  accomplish  this,  CUDGC  performs  examinations  and 
maintains  a  credit  union  funded  deposit  guarantee  fund,  which  is  currently 
at  1.12%  of  credit  union  system  assets.  CUDGC  also  establishes  Sound 
Business  Practices  and  enforces  these  in  order  to  reduce  risk  of  any 
payments  out  of  the  fund  and  consequently  the  costs  to  the  credit  union 
system. 

Higher  loan  approval  limits  for  some  credit  unions  have  reduced  the 
number  of  loan  applications  reviewed  by  CUDGC  by  5%  over  last  year. 


Alberta  Insurance  Council  and  Automobile 
Insurance  Board 

The  Alberta  Insurance  Council  (AIC)  is  a  provincial  corporation  that 
regulates  insurance  agents  and  adjusters  in  Alberta.  There  are  plans  for  the 
Alberta  Insurance  Council  to  become  a  crown-controlled  organization  in 
1 997  and  for  fees  to  be  payable  to  the  Alberta  Insurance  Council  so  that 
agents,  adjusters  and  insurers  will  bear  their  proportionate  share  of  the 
regulatory  costs. 

Regulation  deals  primarily  with  market  conduct  issues.  The  AIC 
examines,  licenses  and  disciplines  individuals  who  wish  to  sell  insurance  or 
act  as  an  adjuster,  and  performs  investigations  into  complaints  against 
agents,  adjusters  and  insurance  companies. 

Corporate  licensing  initiatives  for  the  sale  of  restricted  types  of  insurance 
are  being  introduced.  Under  this  initiative,  a  company  is  licensed,  not 
individual  employees.  This  will  make  companies  responsible  for  the  actions 
of  their  employees. 

The  AIC  formally  surveyed  both  their  stakeholders  and  consumer 
complainants  to  assess  the  knowledge  level  with  regards  to  the  function  of 


To  provide  deposit 
guarantee  protection 
and  ensure  credit 
unions  operate  in 
accordance  with 
legislation 


To  ensure  a  fair 
marketplace  for  the 
distribution  of 
insurance  products 
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the  Council  as  well  as  the  satisfaction  with  the  service  provided  by  the  AIC. 
These  surveys  indicated  a  relatively  low  awareness  of  the  function  of  the 
Council  with  a  corresponding  moderate  to  high  level  of  satisfaction  with  the 
service  provided. 

The  Automobile  Insurance  Board  reviews  and  approves  any  changes  to 
the  insurance  rate  programs  for  compulsory  auto  insurance  coverage  of  each 
insurer  and  investigates  matters  respecting  automobile  insurance  in  Alberta. 


Goal: 

Deliver  quality  financial 
services  to  Albertans. 


Financial  Services 

Treasury  provides  financial  services  through  the  Alberta  Pensions 
Administration  Corporation,  Alberta  Municipal  Financing  Corporation  and 
Alberta  Treasury  Branches. 


Alberta  Pensions  Administration  Corporation 

Alberta  Pensions  Administration  became  a  provincial  agency  in 
November  1995.  It  is  responsible  for  administering  eight  statutory 
pension  plans  under  the  direction  of  five  boards  and  the 
Government  of  Alberta.  Services  are  provided  to  approximately 
540  participating  employers,  1 17,000  active  members,  20,000 
deferred  members  and  44,000  pensioners. 


Alberta  Pensions 
A  dministration  in 
transition 


In  1996-97,  computer  systems  were  enhanced  to  improve  the 
quality  of  information  provided  for  actuarial  calculations.  The  need 
for  a  major  re-engineering  of  the  information  systems  is  being  reviewed. 
Further  analysis  is  required  to  ensure  that  the  perceived  benefits  are 
achievable.  Better  client  service  has  been  achieved: 

♦  New  Member  Annual  Statements  were  developed.  They  provide 
members  with  estimates  of  termination  and  retirement  benefits, 
pensionable  service  contributions  and  salary  details. 

♦  Enquiries  and  benefit  calculation  units  were  amalgamated  to  provide  one 
point  of  contact. 

A-new-telephone  sy  stem  with  -automated  call  distribution  and  toll  free 
access  for  clients  was  implemented. 

♦  A  Communication  Needs  Assessment  study  is  being  conducted  to 
identify  client  information  needs. 
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Alberta  Municipal  Financing  Corporation 

Alberta  Municipal  Financing  Corporation  (AMFC)  assists  local 
authorities  within  the  province  to  raise  capital.  It  provides  them  with 
access  to  capital  markets,  and  on  more  favourable  terms  than  would  be 
available  to  them  on  an  independent  basis. 

AMFC  offers  a  range  of  borrowing  terms  to  its  shareholders  at  rates 
comparable  to  the  province's  borrowing  cost.  It  has  the  lowest  new  issue 
and  ongoing  administration  costs  per  $  1 ,000  loaned  of  similar 
organizations  in  Canada  that  lend  primarily  to  municipalities. 


Alberta  Municipal  Financing  Corporation 
Outstanding  Loans,  as  of  December  31, 1996 

($  millions) 


■  Municpality 
□  School 

■  Hospital 


Alberta  Treasury  Branches 

The  goal  of  Alberta  Treasury  Branches  ( ATB )  is  to  be  the  provider  of 
choice  to  individuals,  independent  business  and  agri-food  companies  and 
to  be  Albertans'  first  choice  in  services,  products  and  locations.  To  this 
end.  ATB: 


Providing  Ion -cost 
capital  to  local 
authorities 


♦  Created  a  Marketing  and  Product  Development  business  unit,  to  provide 
services  and  products  which  are  both  saleable  and  profitable. 

♦  Introduced  the  "Alberta's  First  Choice"positioning  campaign. 

♦  Introduced  new  products,  including  the  Max-It  Loan  and  Equity-Based 
RSP  products. 

A  number  of  other  significant  changes  were  introduced  by  ATB  during 
the  1996-97  fiscal  year. 
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In  March  1996,  the  Alberta  government  announced  the  formation  of  an 
independent  Board  of  Directors.  The  Board  members  and  chair  are 
appointed  by  Order  in  Council.  The  powers  of  the  Board  are  defined  in 
legislation  and  the  Board  operates  at  arm's  length  from  the  government. 

The  role  of  the  Board  is  to  oversee  the  conduct  of  the  business  affairs  of 
ATB,  to  monitor  management,  and  to  ensure  that  all  major  issues  affecting 
the  business  of  ATB  are  given  proper  consideration.  The  Board  also  has 
responsibility  for  monitoring  and  assessing  ATB's  performance  against 
plans  and  budgets,  and  for  monitoring  and  controlling  the  business  risks 
encountered. 


ATB's  three  target 
markets  are: 

♦  individual  financial 
services 

♦  independent  business 

♦  agri-food  business 


ATB  released  a  new  business  plan,  A  Plan  for  the  Future,  in  November 
1996.  This  business  plan  is  designed  to  ensure  that  ATB  operates  on  a  cost- 
conscious,  profit-motivated  basis,  with  a  particular  focus  on  three  target 
markets:  individual  financial  services,  independent  business  and  agri-food 
business. 

In  1996-97,  ATB  restructured  operations  to  improve  accountability  for 
financial  performance: 


♦  Credit  policies,  training  and  accountability  were  reviewed  to  ensure  that 
lending  decisions  are  consistent. 

♦  A  regional  structure  made  up  of  13  regions  was  created. 

♦  The  Edmonton  and  Calgary  general  offices  were  consolidated. 

♦  Four  key  business  units  were  created  as  profit  centres:  Sales 
Distribution.  Marketing  and  Product  Development,  Credit,  and  Credit 
Asset  Recovery. 

♦  A  Vice  President  of  Information  Technology  was  hired  to  review  and 
assess  current  technology  and  to  develop  initiatives  to  meet  ATB's  future 
needs. 

♦  A  clear  separation  was  established  between  people  who  originate  loans 
and  those  who  evaluate  and  make  decisions  about  credit  risk. 
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New  legislation,  which  allows  Alberta  Treasury  Branches  to  become 
more  competitive  in  the  financial  industry  while  making  it  subject  to  rules 
similar  to  those  followed  by  other  financial  institutions,  was  introduced  and 
passed  in  June  1997.  The  legislation  is  expected  to  be  proclaimed  later  in 
1 997.  In  addition,  a  major  review  of  all  non-performing  ATB  loans  was 
conducted  by  the  Chief  Inspector's  office,  with  the  assistance  of  the  Auditor 
General.  As  a  result  of  this  review,  a  provision  of  $198  million  was  taken 
for  credit  impairment  and  loan  losses  were  estimated  at  2.65%  of  average 
total  loans,  resulting  in  a  loss  for  the  year  of  $124  million.  The  loss  is 
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primarily  a  result  of  a  strategic  decision  to  adopt,  enhance  and  improve 
systems  to  measure  and  manage  risks  inherent  in  ATB's  loan  portfolio.  The 
portfolio  is  now  valued  at  a  level  that  accurately  reflects  the  likelihood  of 
recovering  investments  or  non -performing  loans.  A  number  of  steps  are 
identified  in  the  business  plan  to  ensure  that  future  lending  decisions  are 
sound  and  that  a  maximum  value  is  realized  from  non-performing  loans. 


Key  Performance  Measures 

Alberta  Treasury  Branches  Key  Performance  Ratios 


March  31, 

March  31, 

1996 

1997 

Ratio  of  Operating  Expenses  to  Revenue* 

67.2% 

68.6% 

Ratio  of  Net  Impaired  Loans  to  Total  Loans 

4.3% 

5.2% 

Ratio  of  Loan  Losses  to  Total  Loans 

0.8% 

2.7% 

*  March  31,  1 997  excludes  a  one-time  extraordinary  expense  for  restructuring. 
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Performance  Measures  in  the  1996-97 to  1998-99 Business  Plan 
Not  Reported  in  the  1996-97 Annual  Report 


Goal 

Performance  Measure 

Reason  for  not  reporting: 

1 

Satisfaction  of  Treasury  Board 
wiin  auvicc,  recommenaanons, 
analyses,  and  support  received 
with  the  target  of  all  members 
being  satisfied  or  very  satisfied. 

No  survey  was  undertaken 
Keievance  oi  mis  measure 
is  under  review. 

2 

Satisfaction  of  Albertans  with 
respect  to  the  Province's  finances 
with  the  target  of  8  out  of  10 
Albertans  being  satisfied  or  very 
satisfied. 

No  survey  was  undertaken 
Relevance  of  this  measure 
is  under  review. 

Public  rating  of  government 
accountability  on  a  1-5  scale 
with  an  initial  target  of  4. 

No  survey  was  undertaken 
Relevance  of  this  measure 
is  under  review. 

3 

70%  taxpayer  satisfaction  with 
pnnitflblp  tax  frpfltmpnt  and 
ability  to  create  wealth. 

No  survey  was  undertaken 

Rplpvanpp  of  this  mpfl^iirp 
is  under  review. 

4 

Alberta  Heritage  Savings  Trust 
Fund  performance  measures. 

AHSTF  performance  measures 
in  the  1996-97  annual  report 
are  different  from  those  in  the 
1 996-97  to  1 998-99  Business 
Plan  due  to  restructuring  of  the 
Fund  effective  January  1 , 
1997. 

5 

Complexity,  frequency  and 
number  of  forms  filed  by  credit 
unions,  trust  companies  and 
insurance  companies  (target 
beinc  developed  in  consultation 
with  the  industry  and  the  Credit 
Union  Deposit  Guarantee 
Corporation). 

Not  relevant.  Deleted  from 
the  1997-98  to  1999-2000 
Business  Plan. 

Number  and  level  of  government 
approvals  required  by  legislation 
or  regulations  under  the  Loan  and 
Trust  Companies  Act,  the  Credit 
Union  Act  and  the  Insurance  Act. 

Not  relevant.  Deleted  from 
the  1997-98  to  1999-2000 
Business  Plan. 

6 

Treasury  department's  budget 
allocated  to  core  activities. 

Not  relevant.  Deleted  from 
the  1997-98  to  1999-2000 
Business  Plan. 
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Treasury  Executive  or  Chief  Operating  Officers  and 
Members  of  Boards,  Councils  and  Commissions 

as  at  March  31,  1997 


ENTITY 


Alberta  Treasury 


EXECUTIVE  OR 

CHIEF  OPERATING  OFFICER(S) 


BOARD,  COUNCIL  OR 
COMMISSION  MEMBERS 


Al  O'Brien,  Deputy  Provincial  Treasurer 

Jim  Peters.  Controller 

Robert  Bhatia,  Assistant  Deputy 

Provincial  Treasurer  -  Treasury  Operations 
Len  Rokosh,  Assistant  Deputy 

Provincial  Treasurer  -  Revenue 
Stan  Susinski,  Chief  Investment  Officer 
Michael  Faulkner,  Corporate  Secretary 
Alex  Fowlie,  Ministerial  Projects  and  Liaison 
Trish  Filevich,  Director  -  Communications 


Alberta  Government 

Telephones  Commission    Peter  McNeil,  General  Manager 


Robert  Bhatia,  Chair 
Peter  McNeil 


Alberta  Insurance 
Council 


Joanne  Abram.  General  Manager 


Lorna  Heiberg.  Chair 
Gregory  Empson 
Betty  Johnson 
Neil  Miller 
Vacant 


Alberta  Municipal 
Financing  Corporation 


Terrance  Stroich,  General  Manager 
and  Treasurer 


Allister  McPherson,  Chair 

Bob  Ardiel 

Martin  Donaghy 

Jim  Drinkwater 

Rob  Feddema 

Bill  Gartner 

John  McGowan 

Al  O'Brien 

Robert  Splane 
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ENTITY 


Alberta  Pensions 

Administration 

Corporation 


EXECUTIVE  OR 

CHIEF  OPERATING  OFFICER(S) 


George  Buse,  Chief  Operating  Officer 


BOARD,  COUNCIL  OR 
COMMISSION  MEMBERS 


Jack  McMahon,  Chair 
Ted  Barnicoat 
Jack  Foley 
David  Hughes 
RickMilner 
Al  O'Brien 
Leonard  Pederson 


Alberta  Securities 
Commission 


Ron  Sczinski,  Executive  Director 


William  Hess,  Chair 
Martin  Larson 
Ian  McConnan 
Lai  Narang 
Thomas  Pinder 
Thomas  Shields 
FransS  latter 
Eric  Spink 


Alberta  Treasury 
Branches 


Paul  Haggis,  Chief  Executive 
Officer  and  Superintendent 


Marshall  Williams,  Chair 
Robert  Brawn 
Garth  Griffiths 
Brian  Heidecker 
Brian  Hesje 
David  Hughes 
Diane  Hunter 
Ian  MacDonald 
Elson  MacDonald 
Garnett  Millard 
Raymond  Nelson 
Ralph  Scurfield 
Gail  Surkan 
Ron  Triffo 
Garnet  Wells 
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ENTITY 


EXECUTIVE  OR 

CHIEF  OPERATING  OFFICER(S) 


Credit  Union  Deposit 

Guarantee  Corporation    Jim  Laitner,  Chief  Executive  Officer 


BOARD,  COUNCIL  OR 
COMMISSION  MEMBERS 


Elvin  Christenson,  Chair 

Mary  Arnold 

Robert  Campbell 

John  Henry 

Al  O'Brien 

Robert  Splane 

Vacant 


General  Insurance 
Council 


Michael  Saunders,  Chair 

Arthur  Avery 

Guy  Bourgeois 

Bill  Lausen 

Neil  Miller 

Robin  Wylie 

Irene  Zeller 

Vacant 


Insurance  Adjusters 
Council 


Terrence  Murphy,  Chair 
Jack  Laverick 
Diane  Wittmann 
Vacant 


Life  Insurance  Council 


Kenneth  Aberg.  Chair 
Lynne  Arling 
David  Hicks 
Lorna  Heiberg 
Kevin  McWhinney 
Vacant 
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ENTITY 


EXECUTIVE  OR 

CHIEF  OPERATING  OFFICER(S) 


BOARD,  COUNCIL  OR 
COMMISSION  MEMBERS 


The  Provincial  Treasurer  is  the  trustee  of  pension  plan  funds  and  is  responsible  for  appointing  pension 
plan  governing  boards  which  have  been  established  as  follows: 


Local  Authorities 
Pension  Plan 


Sandra  Weidner,  Chair 
Kenneth  Balkwill 
Al  Bishop 
Rick  Blakely 
John  Foley 
ChristoferHylton 
Margaret  Johnson 
Tony  Krivoblocki 
Wayne  Layden 
William  Purdy 
Grant  Robertson 
John  Vanderkaay 
Richard  West 


Management  Employees 
Pension  Board 


Dianne  Keefe,  Chair 
Robert  Algar 
Peggy  Hartman 
Tony  Morehen 
Deborah  Owram 
Jack  Phelps 
Laird  Willson 


Public  Service  Pension 
Plan  Board 


Tim  Wiles,  Chair 
Gladys  Breckenridge 
Deborah  Jean  Horbach 
Al  Kalke 
Len  Pederson 
Donald  Windsor 
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ENTITY 


EXECUTIVE  OR 

CHIEF  OPERATING  OFFICER(S) 


BOARD,  COUNCIL  OR 
COMMISSION  MEMBERS 


Special  Forces  Pension 
Plan  Board 


Universities  Academic 
Pension  Plan  Board 


Michael  Dungey,  Chair 
Bob  Ardiel 
Ian  Cameron 
Ulysses  Currie 
Allan  Habstritt 
Norman  Mayer 
Janina  Vanderpost 


Ronald  David  Bercov,  Chair 
Jeremiah  Allen 
Bill  Grace 
Virendra  Gupta 
Mary  Hamilton 
David  Hughes 
Maurice  McGinley 
Harry  Schaefer 
Margaret  Wensink 
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A ppendix  B  Acts  Administered  by  Treasury 

Alberta  Corporate  Tax  Act 

Alberta  Heritage  Savings  Trust  Fund  Act 

Alberta  Income  Tax  Act 

Alberta  Municipal  Financing  Corporation  Act 

Alberta  Securities  Commission  Reorganization  Act 

Alberta  Taxpayers  Protection  Act 

Appropriation  Acts 

Balanced  Budget  and  Debt  Retirement  Act 

Civil  Service  Garnishee  Act 

Credit  Union  Act 

Deficit  Elimination  Act 

Farm  Credit  Stability  Act 

Financial  Administration  Act 

Financial  Consumers  Act 

Fuel  Tax  Act 

Government  Accountability  Act 
Hotel  Room  Tax  Act 
Insurance  Act 

Loan  &  Trust  Corporations  Act 
Lottery  Fund  Transfer  Act 

Members  of  the  Legislative  Assembly  Pension  Plan  Act 

Municipal  Debentures  Act 

Pension  Fund  Act 

Public  Sector  Pension  Plans  Act 

Reinvestment  Act 

Securities  Act 

Small  Business  Term  Assistance  Act 

Statistics  Bureau  Act 

Tobacco  Tax  Act 

Treasury  Branches  Act 

Utility  Companies  Income  Tax  Rebates  Act 
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Financial  Statements  of  the  Ministry 
and  its  Entities 

Preface 


The  financial  statements  of  individual  entities  in  this  Annual  Report  are  compo- 
nents of  the  Ministry  of  Treasury  and  are  included  in  the  audited  consolidated 
financial  statements  of  the  Ministry.  The  financial  statements  of  the  Department 
of  Treasury,  the  Treasury  Revolving  Fund,  regulated  funds  and  Provincial  agen- 
cies are  consolidated  on  a  line-by-line  basis,  while  commercial  enterprises  and 
Crown-controlled  corporations  are  accounted  for  within  the  consolidated  finan- 
cial statements  on  the  equity  basis. 

The  financial  statements  in  this  Annual  Report,  with  the  exception  of  the  con- 
solidated financial  statements  of  the  Ministry  of  Treasury  and  the  financial 
statements  of  the  Department  of  Treasury,  are  also  included  in  either  Volume  2 
or  Volume  3  of  the  1996-97  Public  Accounts.  Ministry  annual  reports  will  re- 
place Volumes  2,  3  and  4  of  the  Public  Accounts  starting  with  the  1 997-98  fiscal 
year.  The  financial  statement  component  of  the  1996-97  Annual  Report  of  the 
Ministry  of  Treasury  is  intended  as  a  "trial  run"  for  the  1997-98  Annual  Report 
which  will  be  required  under  the  Government  Accountability  Act. 
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MINISTRY  OF  TREASURY 
CONSOLIDATED  FINANCIAL  STATEMENTS 
MAJICH  31,  1997 


AUDITOR'S  REPORT 


To  the  Provincial  Treasurer 

I  have  audited  the  consolidated  statement  of  financial  position  of  the  Ministry  of  Treasury  as  at  March 
31,1 997  and  1 996  and  the  consolidated  statements  of  operations  and  changes  in  financial  position  for 
the  years  then  ended.  These  financial  statements  are  the  responsibility  of  the  management  of  the 
Ministry.  My  responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  my  audit. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement  presentation. 

Section  14  of  the  Government  Accountability  Act  requires  the  preparation  of  financial  statements  for 
the  Ministry  of  Treasury  as  at  March  31,  1998.  In  preparing  to  meet  this  requirement,  the 
accompanying  financial  statements  have  been  prepared  using  the  accounting  policies  and  reporting 
practices  that  the  government  has  established  for  ministries,  as  disclosed  in  Note  3.  With  certain 
exceptions  that  have  caused  me  to  provide  a  reservation  of  opinion,  the  basis  of  accounting  is 
generally  accepted  accounting  principles  (GAAP).  GAAP  is  the  term  used  to  describe  the  basis  on 
which  financial  statements  are  normally  prepared.  Encompassing  broad  principles  and  conventions  of 
general  application,  GAAP  communicate  information  that  is  useful  in  making  decisions  and  assessing 
performance.  This  objective  is  achieved  by  including  all  assets  and  liabilities,  recognizing  the  effect 
of  transactions  and  events  in  the  period  they  occur  and  recording  all  costs  of  the  Ministry's  service 
delivery  activities,  and  excluding  assets  and  liabilities  and  revenues  and  costs  of  other  ministries. 

The  following  accounting  policies  employed  in  both  1997  and  1996  are  exceptions  from  generally 
accepted  accounting  principles: 

Pension  obligations 

Obligations  to  pension  plans  for  current  and  former  employees  of  all  other  departments  have  been 
recognized  as  a  liability  in  the  accompanying  statement  of  financial  position.  Consequently,  the 
annual  change  in  the  liability  for  all  departments  has  been  recognized  in  the  statement  of  operations. 
Determining  the  amount  of  the  Ministry  of  Treasury  liability  is  dependent  on  taking  a  position,  which 
I  have  not  yet  done,  on  how  a  share  of  any  Provincial  contribution  to  the  elimination  of  the  unfunded 
liability  should  be  allocated  to  ministries.  However,  in  my  view,  an  amount  of  approximately  $122 
million  due  to  pension  plans,  in  the  other  departments'  capacity  as  employer  at  March  31,1 997,  should 
not  be  recognized  as  a  liability  in  these  financial  statements..  The  effect  of  this  overstatement  of 
liabilities  is  to  understate  expenses  for  the  year  ended  March  31,1 997  by  $59  million. 

The  Province's  obligation  to  the  Teachers'  Pension  Plan  at  March  31,  1997  is  $3,665  million.  In  my 
view,  this  amount  is  a  liability  of  the  Department  of  Education  and  should  not,  therefore,  be 
recognized  in  these  financial  statements.  The  effect  of  this  overstatement  of  liabilities  is  to  overstate 
expenses  for  the  year  ended  March  31,  1997  by  $255  million. 
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Employee  entitlements  and  benefits 

Accrued  employee  vacation  entitlements  and  long-term  disability  benefits  of  all  other  departments 
have  been  recognized  as  a  liability  in  the  accompanying  statement  of  financial  position. 
Consequently,  the  annual  change  in  the  liability  for  all  departments  has  been  recognized  in  the 
statement  of  operations.  In  my  view,  an  amount  of  approximately  $  1 84  million  representing  accrued 
entitlements  and  benefits  at  March  31,  1997  should  not  be  recognized  in  these  financial 
statements.The  effect  of  this  overstatement  of  liabilities  is  to  understate  expenses  for  the  year  ended 
March  31,  1997  by  $2  million. 
Excluded  direct  costs 

Accommodation  and  certain  other  administration  costs  incurred  in  the  operation  of  the  Department  of 
Treasury  and  other  consolidated  organizations  have  not  been  included  in  expenses.  These  costs  are 
recorded  by  the  departments  that  paid  the  expenses  on  behalf  of  the  Department  of  Treasury  and  other 
consolidated  organizations. 

Corporate  tax 

Corporate  income  taxes  receivable  have  not  been  recognized  as  an  asset  in  the  accompanying 
statement  of  financial  position  and  consequently  the  annual  change  in  the  asset  has  not  been 
recognized  in  the  statement  of  operations.  Using  basic  information,  I  estimate  that  the  accrual  at 
March  31,1 997  is  in  the  $  1 50  million  to  $200  million  range.  I  understand  that  the  Ministry  is  actively 
working  to  refine  the  estimate  of  corporate  income  taxes  receivable  so  that  it  can  be  accrued  in  1 998. 

In  my  opinion,  because  of  the  effects  of  the  matters  discussed  in  the  preceding  section,  these 
consolidated  financial  statements  do  not  present  fairly  the  financial  position  of  the  Ministry  as  at 
March  31,  1 997  and  1 996  and  the  results  of  its  operations  and  the  changes  in  its  financial  position  for 
the  years  then  ended  in  accordance  with  generally  accepted  accounting  principles. 


Edmonton,  Alberta 
June  13, 1997 


Peter  Valentine,  FCA 
Auditor  General 
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MINISTRY  OF  TREASURY 

CONSOLIDATED  STATEMENT  OF  OPERATIONS 
FOR  THE  YEAR  ENDED  MARCH  31,1997 


In  thousands 

1997 

1996 

Budeet 

Actual 

Actual 

(Note  7) 

Rpvpnnp*  ^Schedules  1  and  2) 

Income  taxes 

$4,108,349 

5  4,852,238 

S  4,508,806 

Other  taxes 

1,043,420 

1,040,587 

533,232 

Non-renewable  resource  revenue 

Royalty  tax  credit 

(260,000) 

(239,755) 

(292,204) 

Transfers  from  Government  of  Canada 

3,847 

3,931 

19,924 

Net  income  from  commercial  operations 

49,118 

(111,913) 

535,929 

Investment  income 

1,619,150 

1,644,025 

1,770,383 

Fees,  permits  and  licences 

14,813 

20,643 

18,215 

Other 

20,162 

18,922 

420,323 

6,598,859 

7,228,678 

7,514,608 

Net  contribution  to  general  revenues 

4,691,863 

2,943,578 

4,361,062 

1,906,996 

4,285,100 

3,153,546 

Expenses  (Schedules  2  and  3) 

Departmental  support  services 

4,325 

4,197 

4,208 

Revenue  collection  and  rebates 

14,006 

13,896 

15,237 

Financial  management,  planning  and  central  services 

26,332 

26,660 

22,549 

Pensions  administration 

7,309 

8,101 

8,714 

Regulation  of  securities  markets 

6,320 

5,844 

5,397 

Regulation  of  the  insurance  industry 

1,280 

1,168 

1,322 

Transfer  to  the  AJberta  Heritage  Foundation  for 

Medical  Research 

30,900 

27,980 

26,000 

Transfer  to  the  Students  Finance  Board  for  payment  of 

Alberta  Heritage  Scholarships 

12,500 

12,081 

12,945 

Corporate  tax  interest  refunds 

13,000 

16,343 

22,203 

Utility  companies  income  tax  rebates 

15,993 

Farm  credit  stability  and  small  business  term 

assistance  programs 

17,450 

16,183 

20,637 

Pension  liability  funding 

131,600 

129,178 

139,866 

Valuation  adjustments  (Schedule  4) 

355,000 

(385,562) 

(131,458) 

Loss  on  disposal  of  capital  assets 

273 

Debt  servicing  costs 

Provincial  purposes 

1,470,000 

1,319,894 

1,524,090 

Municipal,  hospital  and  school  purposes 

530,000 

518,841 

541,796 

2,620,022 

1,714,804 

2,229,772 

Surplus  (deficit)  for  the  year 

$  (713,026) 

S  2,570,296 

S  923,774 

The  accompanying  notes  and  schedules  are  part  of  these  financial  statements. 
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MINISTRY  OF  TREASURY 

CONSOLIDATED  STATEMENT  OF  FINANCIAL  POSITION 
MARCH  31,  1997 


In  thousands 


Assets: 
Cash 

Accrued  interest  and  accounts  receivable  (Schedule  5) 

Portfolio  investments  (Schedule  6) 

Equity  in  commercial  enterprises  (Schedule  7) 

Loans  and  advances  to  government  entities  (Schedule  8) 

Other  loans  and  advances  (Schedule  9) 

Inventories  held  for  resale 

Capital  assets  (Schedule  10) 

Due  from  general  revenues  (Schedule  1 1) 

Liabilities: 

Accrued  interest  and  accounts  payable  (Schedule  12) 
Unmatured  debt  (Schedule  1 3) 

Debt  of  Alberta  Municipal  Financing  Corporation  (Schedule  14) 
Pension  obligations  (Schedule  1 5) 
Other  accrued  liabilities  (Schedule  16) 

Restricted  equity  in  Alberta  Municipal  Financing  Corporation  (Schedule  14) 
Net  debt 

Net  debt  at  beginning  of  year 
Surplus  for  the  year 
Net  debt  at  end  of  vear 


1997 

1996 

70  1  ,*t  1  0 

orn  aaa 

in  in  7  i  < 

O  A9< 
V,Oo  j,UJO 

i  ai  o  i  n 

I  O  '  ,7  1  u 

1  08n  SS7 

1  AA1  1  Al 

<  £77  oil 

4  785 

3  217 

4,477.375 

4.768,540 

23,579,577 

24  "> 79  868 

637,894 

759,336 

15.245,267 

17.753,581 

4,201,866 

4,435,377 

4,969,495 

5.338,717 

370,963 

371,582 

314,465 

351,944 

25,739,950 

29,010.537 

S  2.160,373 

S  4.730.669 

$  4,730,669 

S  5,654,443 

2,570.296 

923,774 

S  2.160.373 

S  4.730.669 

The  accompanying  notes  and  schedules  are  pan  of  these  financial  statements. 
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MINISTRY  OF  TREASURY 

CONSOLIDATED  STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  YEAR  ENDED  MARCH  31,1997 


In  thousands 
1997  1996 


Operating  transactions: 
Surplus  for  the  year 
Non-cash  items  included  in  surplus 

Change  in  restricted  equity  in  Alberta  Municipal  Financing  Corporation 
Other,  net 

Cash  provided  by  operating  transactions 

Investing  transactions: 

Proceeds  from  disposals,  repayments  and  redemptions 

of  portfolio  investments 
Repayment  of  loans  and  advances 
Portfolio  investments 
Loans  and  advances 
Other,  net 

Cash  provided  by  (applied  to)  investing  transactions 

Financing  transactions: 
Debt  issues 
Debt  retirement 

Cash  provided  by  (applied  to)  financing  transactions 

Increase  (decrease)  in  cash 
Cash  at  beginning  of  year 
Cash  at  end  of  year 


2,570,296 
(193,723) 
2,376,573 
(37,479) 
202,844 
2,541,938 


2,157,036 
2,085,921 
(2,386,083) 
(1,197,715) 
(16,240) 
642,919 


17,985,995 
(20,910,071) 
(2,924,076) 

260,781 
109,696 
$  370,477 


923,774 
(78,650) 


845,124 
54,663 
849,855 


1,749,642 


1,287,154 
2,059,005 
(3,407,768) 
(2,863,743) 
322,792 
(2,602,560) 


22,619372 
(21,990,180) 
629,192 

(223,726) 
333,422 
S  109,696 


The  accompanying  notes  and  schedules  are  part  of  these  financial  statements. 


FINANCIAL  STATEMENTS  OF  THE  MINISTRY  AND  ITS  ENTITIES 


MINISTRY  OF  TREASURY 

NOTES  TO  THE  CONSOLIDATED  FINANCIAL  STATEMENTS 
FOR  THE  YEAR  ENDED  MARCH  31,  1997 


Note  1  Authority 


The  Provincial  Treasurer  has  been  designated  as  responsible  for  various  Acts  by  the  Government  Organization  Act 
and  its  regulations.  To  fulfil  these  responsibilities,  the  Provincial  Treasurer  administers  the  organizations  listed 
below.  The  authority  under  which  each  organization  operates  is  also  listed.  Together,  these  organizations  form  the 
Ministry  of  Treasury  (the  Ministry). 


Oreanizaiion 

Department  of  Treasury  (the  Department) 
Treasury  Revolving  Fund 


Authority 


Government  Organization  Act,  Statutes  of  Alberta  1994,  as  amended 

Financial  Administration  Act,  Revised  Statutes  of  Alberta  1980,  as 
amended 


Alberta  Heritage  Foundation 
for  Medical  Research 
Endowment  Fund 


Alberta  Heritage  Foundation  for  Medical  Research  Act,  Chapter  A-26, 
Revised  Statutes  of  Alberta  1980,  as  amended 


Alberta  Heritage  Savings 
Trust  Fund 

Alberta  Heritage  Scholarship 
Fund 

Alberta  Risk  Management 
Fund 


Alberta  Heritage  Savings  Trust  Fund  Act,  Chapter  A-27.0I,  Rev  ised 
Statutes  of  Alberta  1980,  as  amended 

Alberta  Heritage  Scholarship  Act,  Chapter  A-27.1,  Statutes  of  Alberta 
1981,  as  amended 

Financial  Administration  Act,  Chapter  F-9,  Revised  Statutes  of  Alberta 
1980,  as  amended 


Utility  Companies  Income 
Tax  Rebates  Fund 


Utility  Companies  Income  Tax  Rebates  Act,  Chapter  U-10,  Revised 
Statutes  of  Alberta  1980,  as  amended 


Alberta  Insurance  Council 


Insurance  Act,  Chapter  1-5.  Rev  ised  Statutes  of  Alberta  1980,  as 
amended 


Alberta  Municipal  Financing 
Corporation 

Alberta  Pensions  Admin- 
istration Corporation 

Alberta  Securities 
Commission 

The  Alberta  Government 
Telephones  Commission  and  its 
subsidiaries 

Alberta  lntermodal  Services 
Ltd. 

Credit  Union  Deposit 
Guarantee  Corporation 

N.A.  Properties  (1994)  Ltd. 


S  C  Financial  Ltd 


Treasury  Branches  Deposits 
Fund 


Alberta  Municipal  Financing  Corporation  Act.  Chapter  A-33.  Revised 
Statutes  of  Alberta  1980,  as  amended 

Incorporated  August  10,  1995  under  the  Business  Corporations  Act. 
Chapter  B- 1 5,  Statutes  of  Alberta  1 98 1 ,  as  amended 

Incorporated  June  1 ,  1995  under  the  Securities  Act,  Chapter  S-6. 1 , 
Statutes  of  Alberta  1981,  as  amended 

Telecommunications  Act,  Chapter  T-3 .5,  Statutes  of  Alberta  1 988,  as 
amended,  and  the  Alberta  Government  Telephones  Reorganization  Act, 
Chapter  A-23.5,  Statutes  of  Alberta  1990 

Incorporated  under  the  Business  Corporations  Act,  Chapter  B-15, 
Statutes  of  Alberta  1981,  as  amended 

Credit  Union  Act,  Chapter  C-31.1,  Statutes  of  Alberta  1989,  as 
amended 

Amalgamated  corporation  under  the  Business  Corporations  Act. 
Chapter  B-15,  Statutes  of  Alberta  1981,  as  amended 

Incorporated  May  29,  1986  under  the  Business  Corporations  Act, 
Chapter  B-15,  Statutes  of  Alberta  1 98 1 ,  as  amended,  as  a 
wholly  owned  company  of  the  Credit  Union  Deposit  Guarantee 
Corporation 

Treasury  Branches  Act,  Chapter  T-7,  Rev  ised  Statutes  of  Alberta  1980. 
as  amended 


Chembiomed  Ltd 


Incorporated  under  the  Canada  Business  Corporations  Act 


Gainers  Inc  and  its 
subsidiaries 


Incorporated  under  the  Business  Corporations  Act,  Chapter  B-15, 
Statutes  of  Alberta  1 98 1 ,  as  amended 
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Note  2  Purpose 

The  Ministry's  core  functions  are  to: 

(a)  Facilitate  sound  business  planning  and  fiscal  decisions  by  providing  analysis  and  recommendations  to  the 
Provincial  Treasurer  and  Treasury  Board; 

(b)  Develop  and  maintain  a  framework  to  improve  the  accountability  of  ministries  for  their  financial  and 
business  decisions,  and  for  reporting  financial  information, 

(c)  Manage  the  province's  financial  assets  and  liabilities; 

(d)  Collect  tax  revenue; 

(e)  Foster  a  fair  and  efficient  financial  marketplace  through  appropriate  regulation;  and 

(f)  Provide  financial  services  through  Alberta  Treasury  Branches,  Alberta  Municipal  Financing  Corporation, 
and  Alberta  Pensions  Administration  Corporation. 

Note  3      Summary  of  Significant  Accounting  Policies  and  Reporting  Practices 

These  financial  statements  are  prepared  in  accordance  with  the  following  accounting  policies. 

(a)  Method  of  Consolidation 

The  accounts  of  the  Department,  the  Treasury  Revolving  Fund,  the  Alberta  Heritage  Foundation  for  Medical 
Research  Endowment  Fund,  the  Alberta  Heritage  Savings  Trust  Fund,  the  Alberta  Heritage  Scholarship 
Fund,  the  Alberta  Risk  Management  Fund,  the  Utility  Companies  Income  Tax  Rebates  Fund,  the  Alberta 
Insurance  Council,  Alberta  Municipal  Financing  Corporation,  Alberta  Pensions  Administration 
Corporation,  and  the  Alberta  Securities  Commission  are  consolidated  after  adjusting  them  to  a  basis 
consistent  with  the  accounting  policies  described  below  in  (b).  Intra-ministry  transactions  (revenues, 
expenses,  investing  and  financing  transactions,  and  related  asset  and  liability  accounts)  have  been 
eliminated. 

The  accounts  of  Provincial  agencies  and  other  entities  designated  as  commercial  enterprises  (the  Alberta 
Government  Telephones  Commission  and  its  subsidiaries,  Alberta  Intermodal  Services  Ltd.,  Credit  Union 
Deposit  Guarantee  Corporation,  N.A.  Properties  (1994)  Ltd.,  S  C  Financial  Ltd.,  and  the  Treasury  Branches 
Deposits  Fund),  and  Crown-controlled  corporations  (Chembiomed  Ltd.  and  Gainers  Inc.  and  its  subsidiaries) 
are  reported  on  an  equity  basis,  the  equity  being  computed  in  accordance  with  generally  accepted  accounting 
principles. 

The  reporting  period  of  some  of  the  Provincial  agencies  is  other  than  March  31.  Transactions  of  these 
agencies  that  have  occurred  during  the  period  to  March  31,  1997  and  that  significantly  affect  the 
consolidation  have  been  recorded. 

(b)  Basis  of  Financial  Reporting 
Revenues 

All  revenues  except  corporate  income  taxes  are  reported  on  the  accrual  basis  of  accounting.  Corporate 
income  taxes  are  reported  as  revenue  based  on  cash  received  in  the  year. 

Net  Contribution  to  General  Revenues 

Since  revenues  generated  by  the  Department  were  greater  than  voted  and  statutory  expenses  and  valuation 
adjustments  of  the  Department,  a  contribution  was  made  to  general  revenues  to  meet  the  net  expense 
requirements  of  other  departments. 

Expenses 

Expenses  represent  the  cost  of  resources  consumed  during  the  year  on  Ministry  operations.  Expenses  include 
amortization  of  capital  assets. 

Pension  costs  included  in  these  statements  comprise  the  cost  of  employer  contributions  for  current  service  of 
employees  during  the  year  and  additional  government  and  employer  contributions  for  employees'  service 
relating  to  prior  years. 

Certain  expenses,  primarily  for  office  space-and  legal  advice,  incurred  on  ■behalf  of  the  Ministry  by  other 
Ministries  are  not  reflected  in  these  statements. 

Valuation  Adjustments  and  Other  Provisions 

Valuation  adjustments  include  changes  in  the  valuation  allowances  used  to  reflect  financial  assets  at  their  net 
recoverable  or  other  appropriate  value.  Other  provisions  represent  the  change  in  management's  estimate  of: 
future  payments  arising  from  obligations  relating  to  guarantees;  indemnities;  pension  obligations;  accrued 
employee  vacation  entitlements;  and  long-term  disability  benefits. 

Provisions  for  pension  obligations  include:  interest  on  the  Ministry's  share  of  the  unfunded  liability;  the 
amortization  of  deferred  adjustments  over  the  expected  average  remaining  service  life  of  employees  which 
relate  to  the  long  term;  adjustments  to  the  pension  obligation  which  are  recognized  immediately  if  there  is 
reasonable  assurance  that  a  gain  or  loss  has  been  realized;  and  the  effect  of  the  change  in  the  ratio  used  to 
allocate  the  plan's  total  unfunded  liability  to  participating  entities. 
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Assets 

Financial  assets  are  limited  to  financial  claims  on  outside  organizations  and  individuals  and  inventories  held 
for  resale  at  the  year  end,  except  for  corporate  income  taxes  receivable  which  are  not  reported. 

Portfolio  investments,  which  are  investments  to  provide  income  for  the  long  term,  are  earned  at  cost. 
Realized  gains  and  losses  on  disposals  of  these  investments  are  included  in  the  determination  of  the  surplus 
for  the  year. 

Loans  are  recorded  at  cost  less  any  unearned  income  and  allowance  for  credit  loss.  Loans  made  on 
significantly  concessionary  terms  are  discounted  by  the  amount  of  concessions.  The  amount  of  the  discount 
is  amortized  to  revenue  over  the  term  of  the  loan,  except  when  the  collectibility  of  either  the  principal  or 
interest  related  to  the  loan  transaction  is  not  reasonably  assured. 

Where  there  has  been  a  loss  in  value  of  an  investment  that  is  other  than  a  temporary  decline,  the  investment  is 
written  down  to  recognize  the  loss.  The  written  down  value  is  deemed  to  be  the  new  cost. 

Inventories  for  resale  are  valued  at  the  lower  of  cost,  determined  on  a  first-in,  first-out  basis,  and  estimated 
net  realizable  value 

Capital  assets  of  the  Ministry  are  recorded  at  historical  cost  and  amortized  on  a  straight  line  basis  over  the 
estimated  useful  lives  of  the  assets.  Capital  assets  are  restricted  to  those  acquired  for  cash  or  exchanged  for 
other  assets. 

Due  from  general  revenues  represents  the  unconsumed  cost  of  capital  assets  of  other  departments,  plus 
financial  assets  of  other  departments,  which  upon  settlement  will  increase  the  Ministry's  cash  resources,  less 
payables  by  other  departments  which  will  be  settled  by  the  use  of  the  Ministry's  cash  resources. 

Liabilities 

Liabilities  include  all  financial  claims  payable  by  the  Ministry  at  the  year  end. 

Debentures  included  in  unmatured  debt  are  recorded  at  the  face  amount  of  the  issue  less  unamortized 
discount,  which  includes  issue  expenses  and  hedging  costs. 

Income  or  expense  on  interest  rate  swaps  and  forward  interest  rate  agreements  used  to  manage  interest  rate 
exposure  are  recorded  as  an  adjustment  to  debt  servicing  costs.  The  exchange  gain  or  loss  on  the  foreign 
exchange  contracts  used  to  manage  currency  exposure  is  deferred  and  amortized  over  the  life  of  the  contract. 

Liabilities  also  include  the  following,  which  are  reflected  in  these  financial  statements  on  behalf  of  other 
departments: 

•  estimates  of  the  present  value  of  the  Ministry's  obligations  for  future  pension  contributions  and/or 
benefits  under  defined  benefit  pension  plans  for  provincial  and  other  public  sector  employees,  and 
certain  Members  of  the  Legislative  Assembly,  including  deferred  adjustments  arising  from  expe- 
rience gains  and  losses  and  changes  in  actuarial  assumptions  identified  by  new  actuarial  valua- 
tions, and 

•  accrued  employee  vacation  entitlements  and  long-term  disability  benefits. 
Foreign  Currenc) 

Foreign  currency  transactions  are  translated  into  Canadian  dollars  using  average  rates  of  exchange,  except 
for  hedged  foreign  currency  transactions  which  are  translated  at  rates  of  exchange  established  by  the  terms  of 
the  forward  exchange  contracts.  Exchange  differences  on  unhedged  transactions  are  included  in  the 
determination  of  the  surplus  for  the  year 

Measurement  Uncertainty 

Estimates  are  used  in  accruing  revenues  and  expenses  in  circumstances  where  the  actual  accrued  revenues 
and  expenses  arc  unknown  at  the  time  the  financial  statements  are  prepared.  Uncertainty  in  the  determination 
of  the  amount  at  which  an  item  is  recognized  in  financial  statements  is  known  as  measurement  uncertainty. 
Such  uncertainty  exists  when  there  is  a  variance  between  the  recognized  amount  and  another  reasonably 
possible  amount,  as  there  is  whenever  estimates  are  used 

Measurement  uncertainty  that  is  material  to  these  financial  statements  exists  in  the  accrual  of  personal 
income  taxes,  provisions  for  pensions  and  loans  and  adv  ances.  The  nature  of  the  uncertainty  in  these  items 
arises  from  several  factors  such  is  the  effect  on  accrued  taxes  of  the  verification  of  taxable  income;  the  effect 
on  accrued  pension  obligations  of  actual  experience  compared  to  assumptions;  and  the  effect  on  loans  and 
advances  of  actual  collectibility  and  changes  in  economic  conditions.  While  best  estimates  have  been  used 
for  reporting  items  subject  to  measurement  uncertainty,  management  considers  that  it  is  possible,  based  on 
existing  knowledge,  that  changes  in  future  conditions  in  the  near  term  could  require  a  material  change  in  the 
recognized  amounts.  Near  term  is  defined  as  a  period  of  time  not  to  exceed  one  year  from  the  date  of  the 
financial  statements. 
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Note  4      Risk  Management 

(currency  amounts  in  thousands) 

(a)  Liability  Management 

The  objective  of  the  Ministry's  liability  management  program  is  to  achieve  the  lowest  cost  on  debt  within  an 
acceptable  degree  of  variability  of  debt  servicing  costs.  In  order  to  achieve  this  objective,  the  Ministry 
manages  three  risks  -  interest  rate  risk,  currency  exchange  risk,  and  refunding  risk.  The  Ministry  manages 
these  three  risks  within  approved  policy  guidelines.  The  management  of  these  risks  and  the  policy  guidelines 
apply  to  the  Ministry's  unmatured  debt.  Debt  of  Alberta  Municipal  Financing  Corporation  is  managed 
separately  in  relation  to  its  assets. 

The  policy  guideline  for  interest  rate  risk  is  that  floating  rate  debt  should  be  between  38  per  cent  and  50  per 
cent  of  unmatured  debt.  The  policy  guideline  for  currency  exchange  risk  is  that  unhedged  U.S.  dollar  debt 
should  be  between  32  per  cent  and  35  per  cent  of  direct  debt,  with  no  exposure  to  currencies  other  than  to 
Canadian  and  United  States  dollars.  The  policy  guideline  for  refunding  risk  is  that  term  debt  maturities 
should  not  exceed  $3,500,000  in  any  fiscal  year,  excluding  early  redemption  of  Alberta  Capital  Bonds  and 
Alberta  Savings  Certificates.  These  policies  were  complied  with  during  the  year. 

(b)  Asset  Management 

The  majority  of  the  Ministry's  portfolio  investments  are  managed  in  the  Alberta  Heritage  Savings  Trust  Fund 
(Heritage  Fund). 

The  Heritage  Fund  is  comprised  of  two  portfolios.  The  Endowment  Portfolio  has  the  objective  of 
maximizing  long-term  financial  returns.  The  portfolio  is  comprised  of  35%  to  65%  fixed  income  instruments 
and  35%  to  65%  equities.  The  Transition  Portfolio  has  the  objective  of  providing  income  support  to  the 
government's  fiscal  plan  over  the  short  term  to  medium  term.  The  portfolio  consists  mainly  of  Canadian 
fixed  income  securities. 

The  Alberta  Heritage  Foundation  for  Medical  Research  Endowment  Fund  and  the  Alberta  Heritage 
Scholarship  Fund  are  managed  to  preserve  the  capital  of  the  funds  over  time  and  to  provide  an  annual  level  of 
income  for  grants.  Alberta  Municipal  Financing  Corporation's  sinking  fund  is  managed  to  defease  maturing 
debt  of  the  corporation. 

Note  5      Commitments  and  Contingencies 
(currency  amounts  in  thousands) 

Set  out  below  are  details  of  commitments  to  organizations  outside  the  Ministry  and  contingencies  resulting  from 
guarantees,  indemnities  and  litigation,  other  than  those  reported  as  liabilities  and  shown  in  Schedule  16. 

Management  considers  that  the  contingencies  will  not  result  in  any  material  adverse  effect  on  the  Ministry.  Any 
losses  arising  from  the  settlement  of  contingencies  are  treated  as  current  year  expenses. 

(a)  Commitments 

Commitments  to  outside  organizations  in  respect  of  contracts  entered  into  before  March  31,  1997  amounted 
to  SI  1,085  (1996  $8,496).  These  commitments  will  become  expenses  of  the  Ministry  when  terms  of  the 
contracts  are  met.  These  amounts  include  obligations  under  operating  leases  which  expire  on  various  dates  to 
March  31,  2005.  The  aggregate  amounts  payable  for  the  unexpired  terms  of  these  leases  are  as  follows: 


1997-98 

$1,122 

1998-99 

1,092 

1999-00 

1,070 

2000-01 

1,033 

2001-02 

1,033 

Thereafter 

2,541 

$7,891 

(b)  Guarantees  and  Indemnities 

Guarantees  and  indemnities  at  March  31,  1997  amounting  to  $1,013,410  (1996  $1,505,008)  are  analyzed  in 
Schedule  1 7.  This  schedule  is  included  with  the  financial  statements  because  payments  under  guarantees  and 
indemnities  are  a  statutory  charge  on  the  Ministry. 

(c)  Contingencies  of  Commercial  Enterprises 

The  Credit  Union  Deposit  Guarantee  Corporation  has  a  potential  liability  under  guarantees  relating  to 
deposits  of  credit  unions.  At  December  31,  1996  credit  unions  in  Alberta  held  deposits  totalling  $4,21 1,000 
(1995  $3,936,000),  and  had  assets  in  excess  of  deposits. 

At  March  31,  1997,  the  Treasury  Branches  Deposits  Fund  had  a  potential  liability  under  guarantees  and 
letters  of  credit  amounting  to  $423,000  (1996  $479,000). 

N.  A.  Properties  ( 1 994)  Ltd.  has  provided  guarantees  of  principal  and  interest  on  mortgages  sold  to  Canadian 
Western  Bank.  The  principal  and  interest  on  these  mortgages  totalled  $55,000  at  March  31,  1997  (1996 
$54,000). 
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(d)    Legal  Actions 

At  March  31,  1997,  the  Ministry  was  named  as  defendant  in  various  legal  actions,  including  legal  actions 
relating  to  insurance  claims.  The  total  claimed  in  specific  legal  actions  amounts  to  approximately  S352.24S 
(1996  $240,836). 

The  resulting  loss,  if  any,  from  these  claims  cannot  be  determined. 

Note  6      Valuation  of  Financial  Assets  and  Liabilities 

Fair  value  is  the  amount  of  consideration  agreed  upon  in  an  arm's  length  transaction  between  know  ledgeable, 
willing  parties  who  are  under  no  compulsion  to  act. 

The  fair  values  of  cash,  accrued  interest,  receivables  and  payables,  are  estimated  to  approximate  their  book  values. 

Fair  values  of  loans  and  advances  are  not  reported  due  to  there  being  no  organized  financial  market  for  the 
instruments  and  it  is  not  practicable  within  constraints  of  timeliness  or  cost  to  estimate  the  fair  values  with 
sufficient  reliability. 

The  fair  value  of  unmatured  debt  and  debt  held  by  Alberta  Municipal  Financing  Corporation  is  an  approximation 
of  its  fair  value  to  the  holder. 

The  methods  used  to  determine  the  fair  values  of  portfolio  investments  are  explained  in  the  following  paragraphs. 

Public  fixed-income  securities  and  equities  are  valued  at  the  year-end  closing  sale  price,  or  the  average  of  the  latest 
bid  and  ask  prices  quoted  by  an  independent  securities  valuation  company. 

Mortgages  and  certain  non-public  provincial  debentures  are  valued  based  on  the  net  present  value  of  future  cash 
flows.  These  cash  flows  are  discounted  using  appropriate  interest  rate  premiums  over  similar  Government  of 
Canada  benchmark  bonds  trading  in  the  market. 

The  fair  value  of  private  equities  is  estimated  by  management. 

Real  estate  investments  are  reported  at  their  most  recent  appraised  value,  net  of  any  liabilities  against  the  real 
property.  Real  estate  properties  are  appraised  at  least  every  three  years  by  qualified  external  real  estate  appraisers. 

Note  7  Budget 

(currency  amounts  in  thousands) 

The  budget  figures  were  derived  from  Agenda  '96  and  the  Government  and  Legislative  Assembly  Estimates 
approved  on  Apnl  1,  1996,  and  include  Supplementary  Estimates  of  S43.000  approved  on  September  3,  1996  and 
special  warrants  of  S2 1 7,3 1 3  issued  in  March  1997.  The  Supplementary  Estimates  and  special  warrants  had  the 
combined  effect  of  increasing  the  budgeted  net  contribution  to  general  revenues  by  $260,3  1 3.  The  special  warrants 
were  approved  as  Supplementary  Estimates  on  May  6,  1997. 

The  budget  figures  have  been  restated  to  a  basis  consistent  with  that  used  for  actual  results  reported  on  the 
consolidated  statement  of  operations.  In  order  to  convert  the  consolidation  of  Alberta  Municipal  Financing 
Corporation's  budget  from  an  equity  to  a  line-by-line  basis,  the  restatement  increases  both  the  investment  income 
and  debt  servicing  costs  budget  by  $530,000. 

Note  8      Related  Party  Transactions 

(currency  amounts  in  thousands) 

The  Ministry  is  responsible  for  handling  cash  transactions  of  all  departments  and  their  funds.  As  a  result,  the 
Ministry  engages  in  transactions  with  all  other  ministries  in  the  normal  course  of  operations.  Net  contribution  to 
general  revenues  includes  amounts  provided  to  Agriculture  Financial  Services  Corporation,  Alberta  Opportunity 
Company  and  Alberta  Social  Housing  Corporation  by  the  responsible  departments  to  enable  them  to  pay  interest 
on  Ministry  loans.  The  interest,  amounting  to  $175,291  for  the  year  ended  March  31,  1997  (1996  $204,729),  is 
included  in  investment  income. 

The  Controller,  a  senior  official  of  the  Ministry,  is  a  director  of  PSC  Payment  Systems  Corporation  (PSC),  which  is 
40  per  cent  owned  by  the  Government  of  Alberta,  through  the  Ministry.  The  Controller  did  not  receive  any  benefit 
during  the  year,  in  cash  or  in  kind,  as  a  result  of  this  directorship.  The  investment  in  and  transactions  with  PSC  are 
insignificant  to  the  Mmisrry,  on  both  a  cost  and  equity  basis. 

Accommodations,  legal,  telecommunications  and  personnel  services  were  provided  to  the  Ministry  during  the  year 
by  other  ministries  at  no  cost. 

The  Ministry  and  its  employees  paid  certain  taxes  and  fees  set  by  regulation  for  permits,  licences,  and  other  nghis 
These  amounts  were  incurred  in  the  normal  course  of  business  and  reflect  charges  applicable  to  all  users 

Note  9      Trust  Funds  Under  Administration 
(currency  amounts  in  thousands) 

The  Ministry  administers  trust  funds  that  are  regulated  funds  consisting  of  public  money  over  which  the 
Legislature  has  no  power  of  appropriation  Because  the  Ministry  has  no  equity  in  the  funds  and  administers  them 
for  the  purposes  of  various  trusts,  they  are  not  included  in  the  Ministry's  consolidated  financial  statements 
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As  at  March  31,  1997,  trust  funds  under  administration  were  as  follows: 


1997 


1996 


Local  Authorities  Pension  Plan  Fund 

Public  Service  Pension  Plan  Fund 

The  Workers'  Compensation  Board  Accident  Fund 

Universities  Academic  Pension  Plan  Fund 

Management  Employees  Pension  Plan  Fund 

Special  Forces  Pension  Plan  Fund 

Other 


$  6,437,553 
2,975,444 
2,306,143 
1,322,619 
1,065,542 
701,004 
16,732 
S  14,825,037 


$  5,625,639 
2,636,044 
2,880,600 
1,175,565 
919,716 
613,889 
45,856 
S  13,897,309 


Note  1 0     Comparative  Figures 

Certain  1996  figures  have  been  reclassified  to  conform  to  the  1997  presentation. 

Note  1 1     Approval  of  Financial  Statements 

These  financial  statements  were  approved  by  the  Corporate  Secretary  and  the  Deputy  Provincial  Treasurer. 
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MINISTRY  OF  TREASURY 

SCHEDULES  TO  THE  CONSOLIDATED  FINANCIAL  STATEMENTS 
FOR  THE  YEAR  ENDED  MARCH  31,  1997 


REVENUES 


Schedule 


In  thousands 


1997 


1996 


Budeet 


Actual 


Actual 


Income  taxes: 

Personal  income  tax 
Corporate  income  tax 
Corporate  income  tax  cushion 

Other  taxes: 
Fuel  tax 
Tobacco  tax 

Insurance  corporations  tax 
Hotel  room  tax 

Financial  institutions  capital  tax 
Pari-mutue!  tax 

Non-renewable  resource  revenue: 

Royalty  tax  credit 
Transfers  from  Government  of  Canada: 

Unconditional  subsidy 

Utility  companies  income  tax  transfers 

Net  income  from  commercial  operations: 
Treasury  Branches  Deposits  Fund 
Alberta  Liquor  Control  Board  (a) 
Other 

Investment  income 

Fees,  permits  and  licences: 

Alberta  Securities  Commission 
Insurance  companies,  agents  and  brokers 
Other 

Other 

Refunds  of  expenditure 
Transfer  from  Lottery  Fund  (a) 
Miscellaneous 


S  3.288,670 
1,100,071 
(280.392) 
4.108.349 

535.000 
325.000 
94,776 
33,000 
46,644 
9.000 
1.043.420 

(260.000) 

3,847 

3.847 

44.200 

4.918 
4^,1  IS 

- 

8.300 
2.040 

 4,4~3 

14.813 


14.332 

5.830 
20.162 
S  6.598.859 


$  3.445,492 
1,406,746 

4.852.238~ 

545.157 
316,999 
99,823 
37,049 
36.455 
5.104 
1.040.58" 

(239.755) 
3.931 
3.931  " 

(124.330) 

12.417 
( 1  I  1.913) 
:  •  -i-:  - 

1 1 .764 
2.1  16 
6.763 

20.643 

6,926 

1 1.996 
18.922 
S  7.228.678 


S  3.177.157 
1,331,649 

4,50S.806~ 

49,461 
3  1 1 ,04 1 

95.682 
32.595 
35,411 
9.042 
533.232 

(292.204) 

3,931 
15.993 
19.924 

29,789 
484,000 

22.140 
535.929 
1. 77Q.383 

9.088 
2.183 
6.944 
18.215 

20,240 
385,000 

I5.0S3 
420.323 
S  7.514,608 


(a)  Responsibility  for  these  revenues  was  transferred  to  the  Ministry  of  Transportation  and  Utilities  effective  April  1 .  1996. 
The  responsibility  v\as  subsequently  transferred  to  the  Ministry  of  Economic  Development  and  Tourism  retroactive  to 
April  I,  1996. 
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Schedule  2 

NET  BUDGETED  INITIATIVES  (a) 

In  thousands 


 1997   1996 

Budget            Actual  Actual 

Alberta  Stock  Exchange 

Dedicated  Revenue                                                                    $         -          $         -  S  36 

Expense    -_   36_ 

Net  Expense  _$  ^_      _$  -_        _$  - 


Investment  Dealers  Association 

Dedicated  Revenue  $         -  S         -  S  18 

Expense   -_    1_8 

Net  Expense  _S   _S   _S  - 


(a)    Dedicated  revenue  and  expense  of  net  budgeted  initiatives  are  included  in  the  consolidated  statement  of  operations  on  a 
gross  basis. 


Schedule  3 

EXPENSES  BY  OBJECT 


In  thousands 

1997 

1996 

Budcet 

Actual 

Actual 

Salaries,  wages  and  employee  benefits 

S  41,675 

S  30,754 

S  32,362 

Supplies  and  services 

20,970 

32,586 

28,895 

Grants 

43,550 

40,054 

54,950 

Pension  liability  funding 

131,600 

129,178 

139,866 

Corporate  tax  interest  refunds 

13,000 

16,343 

22.203 

Debt  servicing  costs 

2,000,000 

1,838,735 

2,065,886 

Other  financial  transactions 

13,076 

11,014 

15,107 

Amortization  of  capital  assets 

1,151 

1,702 

1,688 

Loss  on  disposal  of  capital  assets 

273 

Valuation  adjustments 

355,000 

(385,562) 

(131,458) 

Total  gross  expenses 

2,620,022 

1,714,804 

2,229,772 

Dedicated  revenue  (Schedule  2) 

(54) 

Total  net  expenses 

S  2.620,022 

S  1,714,804 

S  2,229,718 
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Schedule  4 

VALUATION  ADJUSTMENTS 


In  thousands 

1997 

1996 

Budget 

Actual 

Actual 

Pension  provisions: 

Interest  on  the  Ministry's  liability,  net  of  amortization 

of  long-term  gains 

$  320,000 

S  49,517 

S 

Immediate  recognition  of  short-term  gains 

(418,708) 

_ 

Provision  for  doubtful  accounts  and  loans 

30,000 

27,578 

15,302 

Provision  for  settlement  with  Principal  Group  noteholders 

15,000 

Write-down  of  investments 

10,073 

Provision  for  guarantees  and  indemnities 

5.000 

(258) 

17,531 

Provision  for  employee  benefits  other  than  pensions 

(2,286) 

(1.582) 

Provision  for  loans  and  advances  repayable  from  future  appropriations 

(15.327) 

(11.737) 

Provision  for  deficits  of  Provincial  corporations 

and  regulated  funds 

(41.078) 

(161,045) 

S  355.000 

S  (385.562) 

S  (131,458) 

Schedule  5 

ACCRUED  INTEREST  AND  ACCOUNTS  RECEIVABLE 


In  thousands 
1997  1996 


Accrued  interest  receivable 

S518.549 

S573.430 

Personal  income  tax 

300.428 

281.022 

Fuel  tax 

65.804 

(14,971) 

Insurance  corporations  tax 

21,672 

20.673 

Tobacco  tax 

17,528 

1  1.249 

Forward  contracts 

10,797 

5.564 

Financial  institutions  capital  tax 

1 1,994 

4.000 

Other 

44.105 

30.173 

990.877 

91 1,140 

Less:  Allowance  for  doubtful  accounts 

9,461 

8,494 

S  981.416 

S  902.646 
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Schedule  6 

PORTFOLIO  INVESTMENTS 


In  thousands 
1997  1996 


Book 

Fair 

Book 

Fair 

Value 

Value 

Value 

Value 

Fixed-income  securities  (a): 

Government  of  Canada,  direct 

and  guaranteed 

$  4,195,827 

$  4,314,454 

$  5,023,553 

S  5,071,946 

Provincial,  direct  and  guaranteed 

2,277,988 

2,393,996 

1,867,250 

1,946,791 

Municipal 

17,804 

19,411 

14,675 

16,079 

Corporate 

2,463,032 

2,486,134 

2,015,979 

2,027,852 

Other 

57,256 

57,792 

35,793 

35,974 

Mortgages 

40,259 

46,023 

22,667 

27,334 

9,052,166 

9,317,810 

8,979,917 

9,125,976 

Equities: 

Canadian 

587,379 

1,025,125 

481,71 1 

839,911 

Foreign 

491,156 

499,848 

210,412 

245,062 

Real  estate 

1,514 

1,505 

1,080,049 

1,526,478 

692,123 

1,084,973 

Balanced  Funds 

12,986 

14,203 

S  10,132,215 

S  10,844,288 

S  9,685,026 

S  10,225,152 

(a)  The  majority  of  the  Ministry's  fixed-income  securities  are  managed  in  the  Transition  Portfolio  of  the  Alberta  Heritage 
Savings  Trust  Fund.  As  at  March  31,1 997,  the  Transition  Portfolio  held  57,927,000  of  public  fixed-income  securities  at 
cost  (fair  value  58,132,000).  The  securities  held  have  an  average  effective  yield  of  3. 63%  per  annum  based  on  market  for 
securities  maturing  inayear,and5. 52%  per  annum  for  securities  maturing  between  1  and35years.  AsatMarch31, 1997, 
the  Portfolio  has  the  following  term  structure  based  on  par: 


% 

Under  1  year  24 
I  to  5  years  64 
5  to  10  years  1 1 

over  10  years  1 


FINANCIAL  STATEMENTS  OF  THE  MINISTRY  AND  ITS  ENTITIES 


61 


Schedule  7 

EQUITY  IN  COMMERCIAL  ENTERPRISES 

In  thousands 


1997 

1996 

Accumulated  surpluses  (deficits): 

Accumulated  surpluses  (deficits)  at  beginning  of  year 

$  12,399 

S  (20.952) 

Total  revenue 

767,899 

951.090 

Total  expenditure 

901,901 

931,492 

Net  revenue  (expense) 

(134,002) 

19,598 

Net  transfers  from  (to)  general  revenues  and  other  adjustments 

(995) 

13,753 

Accumulated  surpluses  (deficits)  at  end  of  year 

$  (122,598) 

S  12.399 

Represented  by: 

Assets: 

Loans 

$  7,304.336 

S  7,696,568 

1  nv^;fmr*nfc. 

ill»v_7>ilill_II  LO 

1  1 29  996 

1  049  774 

Other  assets 

816,601 

870,756 

Total  assets 

9,250,933 

9,617,098 

Liabilities: 

Accounts  payable 

354,322 

290368 

Deposits 

8,408,193 

8,678.631 

Unmatured  debt 

61 1,016 

635.700 

Total  liabilities 

9.373.531 

9.604.699 

S  (122.598) 

S  12.399 

Accumulated  surpluses  (deficits)  st  end  of  year: 

Credit  Union  Deposit  Guarantee  Corporation 

S  52.681 

S  47,590 

Alberta  Intermodal  Services  Lid.  (a) 

2.118 

The  Alberta  Government  Telephones  Commission 

834 

731 

N.A.  Properties  (1994)  Ltd. 

(5,239) 

(8,274) 

Chembiomed  Ltd.  (a) 

(21,014) 

Treasury  Branches  Deposits  Fund 

(151.978) 

(27.648) 

(122,598) 

12.399 

Elimination  of  inter  fund'agency  balances 

127,446 

155.51 1 

Equity  in  commercial  enterprises  at  end  of  vear 

S  4.848 

S  167,910 

(a)    Transferred  from  the  Ministry  of  Economic  Development  and  Tourism  during  the  1996-97  fiscal  year  at  book  value. 
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Schedule  8 

LOANS  AND  ADVANCES  TO  GOVERNMENT  ENTITIES 


In  thousands 
1997  1996 


Alberta  Social  Housing  Corporation 

$  990,951 

S  1,061,817 

Agriculture  Financial  Services  Corporation 

760,072 

869,805 

Advances  to  departments 

103,920 

132,139 

Advances  to  revolving  funds 

64,558 

99,176 

Alberta  Opportunity  Company 

60,861 

65,186 

Public  Trustee 

225 

24 

Alberta  School  Foundation  Fund 

214,000 

S  1,980,587 

S  2,442,147 

Schedule  9 

OTHER  LOANS  AND  ADVANCES 

In  thousands 


1997 

1996 

Alberta  Municipal  Financing  Corporation  Act  (a) 

$4,368,584 

S  4,646,079 

Farm  Credit  Stability  Act 

687,387 

969,847 

Alberta  Heritage  Savings  Trust  Fund  Act  (b) 

582,890 

591,587 

Centennial  Food  Corporation 

14,550 

14,900 

Pratt  &  Whitney  Canada  Ltd.  (c) 

9,460 

Board  of  Governors  of  the  University  of  Alberta 

3,697 

3,905 

Advances  under  the  Municipal  Land  Loans  Act  -  cities 

2,878 

3,639 

University  of  Calgary  Students'  Union 

1,746 

1,970 

Small  Business  Term  Assistance  Act 

1,588 

12,417 

University  of  Lethbridge  Students'  Union 

1,588 

1,774 

Canadian  Western  Bank 

1,303 

911 

Accountable  advances 

1,034 

2,280 

University  of  Alberta  Students'  Union 

664 

863 

Implemented  guarantees  and  indemnities 

555 

1,021 

Judgement  debts 

493 

656 

Loans  to  municipalities 

441 

591 

5,678,858 

6,252,440 

Less:  Allowance  for  doubtful  loans  and  advances 

51,027 

51,813 

S  5,627,831 

S  6,200,627 

(a)    Municipal  loans  have  the  following  average  effective  per  annum  yield  and  term  structure  as  at  March  3 1 ,  1997. 


Term  %  Yield  % 
Under  I  year                          II  10.5 
1  to  5  years                          37  10.5 
5  to  10  years                          32  10.4 
Over  10  years                         20  9.2 


(b)  It  is  not  practicable  within  constraints  of  timeliness  and  cost  to  estimate  the  average  effective  yields  of  these  project  loans 
which  were  made  with  the  intention  of  diversifying  the  economy.  The  loans  have  the  following  term  structure  as  at  March 
31,  1997:  under  I  year  -  3%;  1  to  5  years  -  8%;  over  10  years  -  89%. 


(c)    Transferred  from  the  Ministry  of  Economic  Development  and  Tourism  during  the  1996-97  fiscal  year  at  book  value. 
Advances  to  departments  in  loans  and  advances  to  government  entities  was  reduced  by  an  equivalent  amount. 
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Schedule  10 

CAPITAL  ASSETS 


In  thousands 
1997  1996 


Estimated 

Accumulated 

Net  Book 

Net  Book 

Useful  Life 

Cost 

Amortization 

Value 

Value 

Equipment 

10  years 

$  738 

$ 

358 

$  380 

S  141 

Computer  hardware  and  software 

5  years 

21,198 

17,181 

4,017 

2,889 

Other 

10  years 

422 

34 

388 

187 

$  22,358 

S 

17,573 

$  4.785 

S  3.217 

DUE  FROM  GENERAL  REVENUES 


Asset  balances  of  other  departments: 
Net  book  value  of  capital  assets 
Accounts  receivable 
Inventories  held  for  resale 


Less  liability  balances  of  other  departments: 
Accounts  payable 
Accrued  liabilities 


In  thousands 
1997  1996 


5  6.229,750 
603.107 
1 16.41 1 
6.949.268 


S  6,285.640 
829,298 
262.346 
7.377,284 


933,955 
1.537,938 
2.471.893 
S  4,477.375 


900.205 
1.708.539 
2.608.744 
S  4.768.540 


Schedule  11 


ACCRUED  INTEREST  AND  ACCOUNTS  PAYABLE 


Accrued  interest  on  unmatured  debt 
In\estment  purchases 
Government  of  Canada: 

Payroll  deductions 

GST  payable 

Lesser  Slave  Lake  project  loans 
Advances  from  departments 
Alberta  Social  Housing  Corporation 
Other 


Schedule  12 


In  thousands 
1997  1996 


S  516,520 
37,740 


S  520,853 
158.090 


20,323 
1.697 
199 
4,481 
2.817 
54.1 17 
S  637,894 


34,983 
1.441 
564 
1,967 
3,048 
38,390 
$  759.336 
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Schedule  13 

UNMATURED  DEBT 
(currency  amounts  in  thousands) 


1997   1996 


Effective 

Modified 

Rate 

Duration 

Book 

Fair 

Book 

Fair 

(aXbXO 

(d) 

Value  (a) 

Value  (a) 

Value  (a) 

Value  (a) 

% 

yrs. 

Canadian  dollar  debt  and  fully 

hedged  foreign  currency  debt: 

Floating  rate  and  short-term 

fixed  rate  debt  (e) 

5.44 

0.41 

$  4,124,746 

S  4,227,000 

$  5,524,947 

S  5,567,000 

Fixed  rate  long-term  debt  (f) 

8.12 

4.1 1 

6,093,669 

6,582,000 

7,226.271 

7,630,000 

7.04 

2.66 

10,218,415 

10,809,000 

12,751  718 

13,197,000 

Unhedged  U.S.  dollar  debt: 

Floating  rate  and  short-term 

fixed  rate  debt  (e) 

6.14 

0.32 

2,091.738 

2,176,000 

1,710,204 

1,835,000 

Fixed  rate  long-term  debt 

7.59 

3.16 

2,935,114 

3,227,000 

3,292,159 

3,693,000 

7.00 

2.02 

5,026,852 

5,403,000 

5,002,363 

5,528.000 

Total  unmatured  debt 

7.00 

2.45 

$  15,245,267 

$  16,212,000 

$  17,753,581 

S  18,725,000 

(a)  Book  value  represents  the  amount  the  Ministry  owes.  Fair  value  is  an  approximation  of  market  value  to  the  holder.  The 
book  value,  fair  value  and  effective  rate  include  the  effect  of  interest  rate  and  currency  rate  swaps.  For  non-marketable 
issues,  the  effective  rate  and  fair  value  are  determined  by  reference  to  yield  curves  for  comparable  quoted  issues. 

(b)  Effective  rates  on  unhedged  U.S.  dollar  debt  are  on  debt  stated  in  U.S.  dollars. 

(c)  Effective  rate  on  total  unmatured  debt  is  on  debt  inclusive  of  deferred  exchange  losses  on  unhedged  U.S.  dollar  debt. 

(d)  Modified  duration  is  the  weighted  average  term  to  maturity  of  the  security's  cash  flows  (i.e.,  interest  and  principal)  and  is 
a  measure  of  price  volatility;  the  greater  the  modified  duration  of  a  bond,  the  greater  its  percentage  price  volatility. 

(e)  Floating  rate  debt  includes  short-term  debt,  term  debt  with  less  than  one  year  remaining  to  maturity,  and  term  debt  with 
interest  rate  reset  within  a  year. 

( 0    Canadian  dollar  fixed  rate  debt  includes  5679,000  ( 1 996  5679,000)  held  by  the  Canada  Pension  Plan  Investment  Fund. 

Debt  principal  repayment  requirements  in  each  of  the  next  five  years,  including  short-term  debt  maturing  in  1997-98,  areas  fol- 


lows: 

1997-98 

$2,958,000 

(includes  U.S. 

$  373,000  unhedged) 

1998-99 

$2,837,000 

(includes  U.S. 

$1,140,000  unhedged) 

1999-00 

$2,075,000 

(includes  U.S. 

$  402,000  unhedged) 

2000-01 

$2,016,000 

(includes  U.S. 

$  800,000  unhedged) 

2001-02 

$  957,000 

(includes  U.S. 

5     76,000  unhedged) 

Some  of  the  debt  has  call  provisions.  Years  to  maturity  reflect  original  maturity  date  and  not  early  call  date.  Debt  with  call  pro- 
visions occurring  in  under  one  year  is  $142,000,  and  in  one  to  five  years  is  $574,000. 

Derivative  financial  instruments 

The  Ministry  uses  interest  rate  swaps  and  currency  rate  swaps  and  contracts  to  manage  the  interest  rate  risk  and  currency  expo- 
sure associated  with  unmatured  debt.  In  addition,  forward  interest  rate  agreements  are  used  to  manage  interest  rate  exposure  in 
the  short  term.  Associated  with  these  instruments  are  credit  risks  that  could  expose  the  Ministry  to  potential  losses.  Credit  risk 
relates  to  the  possibility  that  a  loss  may  occur  from  the  failure  of  another  party  to  perform  according  to  the  terms  of  a  contract. 
Credit  exposure  to  counterparties  is  a  fraction  of  the  notional  principal  amount,  as  shown  in  the  table  below.  The  Ministry  mini- 
mizes its  credit  risk  associated  with  these  contracts  by  dealing  with  only  the  most  credit  worthy  counterparties. 

Interest  rate  swaps  involve  the  exchange  of  a  series  of  interest  payments,  either  at  a  fixed  or  floating  rate,  based  upon  a  contrac- 
tual or  notional  principal  amount.  A  swap  agreement  based  upon  a  notional  amount  involves  no  exchange  of  underlying  princi- 
pal. The  notional  amount  serves  as  the  basis  for  determining  the  exchange  of  interest  payments.  At  March  31,1 997,  interest  rate 
swap  agreements  were  being  used  primarily  to  convert  fixed  interest  rate  payments  to  floating  rates. 

Forward  interest  rate  agreements  determine  an  interest  rate  to  be  paid  or  received  on  a  notional  amount  beginning  at  a  future 
date. 

Currency  rate  swaps  including  foreign  exchange  contracts  involve  an  agreement  to  exchange  United  States  dollars  and  other 
currencies  into  Canadian  and  United  States  dollars  at  an  agreed  upon  rate  and  on  an  agreed  settlement  date. 

Cross  currency  interest  rate  swaps  involve  both  the  swapping  of  interest  rates  and  currencies. 
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UNMATURED  DEBT  (continued) 
(currency  amounts  in  thousands) 


The  following  table  summarizes  the  Ministry's  derivative  portfolio  and  related  credit  exposure: 

Notional  amount:  represents  the  amount  to  which  a  rate  or  price  is  applied  in  order  to  calculate  the  exchange  of  cash  flows. 

Replacement  cost:  represents  the  cost  of  replacing,  at  current  market  rates,  the  net  counterparty  exposures  which  have  a  posi- 
tive fair  value. 

 1997    \996  

Notional  Replacement  Notional  Replacement 

Amount  Cost  Amount  Cost 


Interest  rate  swaps                                           $  1,790,000  $    142,000  $  1,730,000  $  24,000 

Cross  currency  interest  rate  swaps  2,373,000  37,000  1,370,000  71,000 
Currency  rate  swaps  including  foreign 

exchange  contracts  (stated  in  Canadian  dollars)           36.000  4.000  94 1 .000  102.000 

$4,199,000  $    183,000  $4,041,000  $  197.000 


DEBT  AND  RESTRJCTED  EQUITY  IN  ALBERTA  MUNICIPAL  FINANCING  CORPORATION 
(currency  amounts  in  thousands) 


Schedule  14 


Alberta  Municipal  Financing  Corporation 
Canadian  dollar  fixed  rate  debt  (a) 


Restricted  equity  (b) 


1997 


1996 


$  4.201,866 
$  314.465 


S  4.435,377 
S  351.944 


(a)   Canadian  dollar  fixed  rate  debt  includes  $3,657,000  (1996  $3,798,000)  held  by  the  Canada  Pension  Plan  ln\estment 
Fund  and  has  the  following  characteristics  as  at  March  3 1 ,  1997  [see  Schedule  1 3  note  (a)  and  note  (d)]. 


1997  1996 

Fair  value  $5,125,000  $5,205,000 

Average  effective  rate  1 1.67%  per  annum  1 1 .43%  per  annum 

Modified  duration  4.51  years  4.63  years 

Debt  principal  repayment  requirements  in  each  of  the  next  five  years,  including  short-term  debt  maturing  in  1 997-98,  are 
as  follows: 


1997-  98  $  165.000 

1998-  99  $  224,000 

1999-  00  $211,000 

2000-  01  $  365,000 

2001-  02  $254,000 


(b)  Alberta  Municipal  Financing  Corporation  equity  has  been  included  in  liabilities  of  the  Ministry  because  it  represents 
profits  of  the  corporation  which  the  corporation  has  the  power  to  pay  to  municipal  and  other  shareholders  that  have  bor- 
rowed money  from  the  corporation. 
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Schedule  15 


PENSION  OBLIGATIONS 
(currency  amounts  in  thousands) 


Pension  obligations  are  based  upon  actuarial  valuations  performed  at  least  triennially  using  the  projected  benefit  method  pro- 
rated on  services.  The  assumptions  used  in  the  valuations  were  adopted  after  consultation  between  the  pension  plan  boards,  the 
government  and  the  actuaries,  depending  on  the  plan,  and  represent  best  estimates  of  future  events.  Each  plan's  future  experi- 
ence will  inevitably  vary,  perhaps  significantly,  from  the  assumptions.  Any  differences  between  the  actuarial  assumptions  and 
future  experience  will  emerge  as  gains  or  losses  in  future  valuations.  Gains  and  losses  which  relate  to  the  long  term  are  amor- 
tized over  the  expected  average  remaining  service  lives  of  the  related  employee  groups.  Gains  and  losses  for  which  there  is  rea- 
sonable assurance  regarding  their  measurement  and  realization  are  recognized  in  income  immediately,  which,  for  1996-97, 
resulted  from  the  recording  of  the  effect  of  plan  curtailments. 

The  valuations  were  based  upon  economic  assumptions,  including  a  long-term  rate  of  return  on  pension  plan  fund  assets  of  4  per 
cent  over  the  level  of  price  inflation.  The  rate  was  based  upon  a  long-term  rate  of  return  of  8.5  per  cent  per  annum  and  price 
inflation  of  4.5  per  cent  for  the  Teachers'  plan,  8  per  cent  and  4  per  cent  respectively  for  Universities  Academic,  Local  Authori- 
ties, Special  Forces,  Management  Employees  and  Public  Service  Management  (Closed  Membership)  plans,  and  7.5  per  cent 
and  3.5  per  cent  respectively  for  the  Public  Service  plan.  Demographic  assumptions  used  in  the  valuations  reflect  the  experi- 
ence of  the  plans. 

The  latest  actuarial  valuations  were  performed  as  at  December  31,1 996  for  Universities  Academic,  as  at  December  3 1 , 1 995  for 
Local  Authorities,  Special  Forces,  and  Public  Service,  as  at  December  31,  1994  for  Management  Employees,  Public  Service 
Management  (Closed  Membership),  and  Members  of  the  Legislative  Assembly,  and  as  at  August  31,  1 995  for  the  Teachers' 
plan.  These  actuarial  valuations  indicated  a  deficiency  of  net  assets  over  actuarial  present  value  of  accrued  benefits.  Including 
deferred  adjustments,  these  unfunded  liabilities  were  extrapolated  to  March  31,  1997. 

A  separate  pension  plan  fund  is  maintained  for  each  pension  plan  except  for  the  Members  of  the  Legislative  Assembly  plan. 
Pension  plan  fund  assets  are  invested  in  both  marketable  investments  of  organizations  external  to  the  government  and  in  Prov- 
ince of  Alberta  bonds  and  promissory  notes. 

1997  1996 


Obligations  to  pension  plans  for  employees  of  organizations 
outside  the  government  reporting  entity: 

Teachers' Pension  Plan  (a)  $  3,665,552  5  3,464,000 

Universities  Academic  Pension  Plan  (b)  96,949  1 85,000 

Local  Authorities  Pension  Plan  (b)  83,837  246,000 

Special  Forces  Pension  Plan  (b)  38,753  92,000 


3,885,091  3,987,000 


Obligations  to  pension  plans  for  current  and  former 
employees  and  Members  of  the  Legislative  Assembly: 
Public  Service  Management  (Closed  Membership) 

Pension  Plan  (c)  659,898  654,000 

Public  Service  Pension  Plan  (c)  280,136  532,167 

Management  Employees  Pension  Plan  (c)  87,412  109,550 

Members  of  the  Legislative  Assembly  Pension  Plan  (d)   56,958   56.000 

1,084,404  1,351,717 


$  4,969,495  $  5,338,717 


(a)  The  Alberta  Teachers'  Retirement  Fund  Board  is  a  trustee  and  administrator  of  the  Teachers'  Pension  Plan.  The  Alberta 
Teachers'  Retirement  Fund  Board  operates  under  the  authority  of  the  Teachers'  Pension  Plans  Act.  The  Act  requires  all 
teachers  under  contract  with  public  and  separate  school  jurisdictions  in  Alberta  to  contribute  to  the  Teachers'  Pension 
Plan. 

Under  the  Teachers'  Pension  Plans  Act,  the  unfunded  liability  for  service  credited  prior  to  September  I,  1992  is  being 
financed  by  additional  contributions  in  the  ratio  of  67.35  per  cent  by  the  Ministry  and  32.65  per  cent  by  the  teachers  over 
the  period  ending  August  3 1 , 2060.  In  addition,  for  service  after  August  1 992,  the  Province  funds  50  per  cent  of  any  cur- 
rent service  costs  and  related  actuarial  adjustments,  including  certain  cost-of-living  benefits. 

The  Act  provides  that  payment  of  all  benefits  prior  to  September  1,  1992  is  guaranteed  by  the  Province. 

(b)  Under  the  Public  Sector  Pension  Plans  Act,  the  Ministry  has  obligations  for  payment  of  additional  contributions  under 
defined  benefit  pension  plans  for  employees  of  local  authorities  and  post-secondary  educational  institutions.  The  three 
plans  are  the  Universities  Academic,  Local  Authorities  and  Special  Forces  pension  plans. 

For  Universities  Academic,  the  unfunded  liability  for  service  credited  prior  to  January  1,  1992  is  being  financed  by  addi- 
tional contributions  of  1.25  per  cent  of  pensionable  salaries  by  the  Ministry,  and  such  percentages  by  employers  and 
employees  as  will  fund  equally  the  remaining  amount  as  determined  by  the  plan  valuation,  over  the  period  ending  on  or 
before  December  3 1 ,  2043.  Current  service  costs  are  funded  by  employers  and  employees. 

For  Local  Authorities,  the  unfunded  liability  for  service  credited  prior  to  January  1,  1992  is  being  financed  by  additional 
contributions  in  the  ratio  of  30  per  cent  by  the  Ministry  and  35  per  cent  each  by  employers  and  employees,  over  the  period 
ending  on  or  before  December  3 1 ,  2036.  Current  service  costs  are  funded  by  employers  and  employees. 
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Schedule  15  (continued) 

PENSION  OBLIGATIONS  (continued) 
(currency  amounts  in  thousands) 

For  Special  Forces,  the  unfunded  liability  for  service  credited  prior  to  January  1 , 1 992  is  being  financed  by  additional  con- 
tributions in  the  ratio  of 45.45  per  cent  by  the  Ministry  and  27.27  per  cent  each  by  employers  and  employees,  ov  er  the  peri- 
od ending  on  or  before  December  31,  2036.  Current  service  costs  are  funded  by  employers  and  employees.  The  Act 
provides  that  payment  of  all  benefits  arising  from  pensionable  service  prior  to  1 994,  excluding  post- 1 99 1  COLA  benefits, 
is  guaranteed  by  the  Province. 

(c)  The  Province  administers  three  defined  benefit  pension  plans  for  substantially  all  of  its  employees.  The  three  plans  are  the 
Public  Service,  Management  Employees  and  the  Public  Service  Management  (Closed  Membership)  pension  plans.  An 
employee  can  be  a  member  of  only  one  plan  at  a  time. 


For  Publ  ic  Service,  the  unfunded  liability  for  service  credited  prior  to  January  1 , 1 992  is  being  financed  by  additional  con- 
tributions in  the  ratio  of  62.5  percent  by  the  Ministry  and  18.75  percent  each  by  employers  and  employees,  over  the  peri- 
od ending  on  or  before  December  31,  2036.  Current  service  costs  are  funded  by  employers  and  employees. 

For  Management  Employees,  the  unfunded  liability  for  service  credited  prior  to  January  I,  1992  is  being  financed  by 
additional  contributions  of  0.75  per  cent  for  employees  and  such  percentages  by  employers  as  will  be  required  to  elimi- 
nate the  unfunded  liability  over  the  period  ending  on  or  before  December  3 1 ,  2043.  Current  service  costs  are  funded  by 
employers  and  employees. 

The  Public  Service  Management  (Closed  Membership)  pension  plan  provides  benefits  to  former  members  of  the  Public 
Service  Management  pension  plan  who  retired  before  August  1 ,  1992.  After  all  assets  in  the  plan  are  exhausted,  all  bene- 
fits under  the  plan  will  be  paid  by  the  Ministry. 

(d)  The  Ministry  has  a  liability  for  payment  of  pension  benefits  under  a  defined  benefit  pension  plan  for  Members  of  the  Leg- 
islative Assembly.  Active  participation  in  this  plan  was  terminated  as  of  June  1993,  and  no  benefits  can  be  earned  for 
serv  ice  after  this  date. 


Schedule  16 

OTHER  ACCRUED  LIABILITIES 
(currency  amounts  in  thousands) 


1997 

1996 

Guarantees  and  indemnities: 

Credit  union  assistance  (a) 

S  123,828 

S  139.340 

Guarantees  and  indemnities  (Schedule  17) 

33,442 

24.079 

Other 

10.743 

17,927 

168.013 

181.346 

Vacation  entitlements  and  long-term  disability  benefits 

187,950 

190.236 

Settlement  with  Principal  Group  noteholders 

15.000 

$  370,963 

S  37 1.582 

(a)  The  Ministry  has  agreed  to  indemnify  and  fund  interest  to  the  extent  necessary  on  $335,000  of  debentures  issued  by  S  C 
Financial  Ltd.  to  credit  unions  in  exchange  for  stabilization  preferred  shares  of  the  credit  unions.  The  indemnity  will 
expire  on  October  31,2010. 
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Schedule  17 

GUARANTEES  AND  INDEMNITIES  (a) 
(currency  amounts  in  thousands) 

Expiry 


1997 

1996 

Date 

Guarantees: 

Farm  Credit  Stability  Act  (b) 

$  698,170 

$  1,013,271 

2011 

Alberta  Newsprint  Funding  Corporation 

135,818 

164,680 

2004 

Alberta  Social  Housing  Corporation 

111,371 

103,555 

2030 

Feeder  associations 

50,753 

54,370 

Ongoing 

Canadian  Airlines  International  Ltd. 

12,099 

20,833 

2001 

Kananaskis  Alpine  Resort  Inc. 

7,654 

7,905 

2013 

Agricultural  Societies  Act  (b) 

6,903 

14,243 

2015 

Rural  utilities  loans 

3,583 

3,527 

Ongoing 

Centre  for  Frontier  Engineering  Research 

3,407 

3,631 

2005 

Pocaterra  Development  Corporation 

2,031 

2,080 

2014 

Small  Business  Term  Assistance  Act 

1,621 

11,989 

(c) 

University  of  Calgary 

1,453 

1,497 

2016 

Skimmer  Oil  Separators  Ltd. 

1,330 

1,364 

(c) 

North  Saskatchewan  River  Boat  Ltd. 

1,307 

1,193 

(c) 

Banff  Centre  for  Continuing  Education 

1,187 

1,253 

2014 

Export  program 

665 

3,509 

(c) 

AEC  Power  Limited 

103,629 

(c) 

University  of  Lethbridge 

974 

(c) 

Other 

584 

(c) 

1,039,352 

1,514,087 

Indemnities: 

Canadian  Western  Bank  (d) 

7,500 

15,000 

1997 

1,046,852 

1,529,087 

Less:  Estimated  liability  (Schedule  16) 

33,442 

24,079 

S  1,013,410 

S  1,505,008 

(a)  Authorized  loan  guarantee  limits  are  shown  below  where  applicable.  Where  authorized  loan  guarantee  limits  are  not 
noted,  the  authorized  limits  decline  as  guaranteed  or  indemnified  loans  are  repaid. 

No  new  program  guarantees  are  being  issued  under  the  following  programs  or  Acts:  Alberta  family  first  home  program, 
export  program.  Small  Business  Term  Assistance  Act,  Alberta  capital  loan  program,  and  Farm  Credit  Stability  Act.  The 
final  claims  under  the  Alberta  family  first  home  program  were  paid  in  1996-97. 

Guarantee  programs  under  the  following  Acts  are  ongoing: 

•  Agricultural  Societies  Act  (authorized  guarantee  limit  set  by  statute  is  $50,000  -  no  guarantees  were  given  under  this  pro- 
gram during  1996-97) 

•  Feeder  Associations  Guarantee  Act  (authorized  guarantee  limit  set  by  Order  in  Council  is  $55,000) 

•  Rural  Utilities  Act 

•  Irrigation  Act  (no  guarantees  were  given  under  this  program  during  1 996-97  and  none  are  outstanding  at  March  31,  1997) 

The  lender  takes  appropriate  security  prior  to  issuing  a  loan  to  the  borrower  which  is  guaranteed  by  the  Province.  The 
security  taken  depends  on  the  nature  of  the  loan.  Interest  rates  are  negotiated  with  the  lender  by  the  borrower  and  typically 
range  from  prime  to  prime  plus  two  per  cent. 

Reported  indemnities  are  restricted  to  those  relating  to  loans  or  other  financial  instruments. 

(b)  The  expiry  date  shown  is  the  latest  expiry  date  for  guaranteed  loans  under  the  program. 

(c)  Loans  have  expired,  are  in  the  process  of  realization  of  security,  or  guarantees  are  paid  out. 

(d)  Pursuant  to  O.C.  562/94  respecting  the  sale  of  North  W  est  Trust  Company,  the  Province  issued  a  $  1 5,000  loan  loss  and 
environmental  indemnity  to  Canadian  Western  Bank  (CWB),  which  reduced  to  $7,500  after  December  31,  1996.  The 
environmental  indemnity  expired  December  31,1 995  and  the  loan  loss  indemnity  expires  December  31,1 997.  The  Prov- 
ince indemnifies  CWB  for  non-recovery  of  a  specific  loan,  and  for  out-of-pocket  expenses  or  judgements  related  to  that 
loan  including  interest  calculated  on  the  outstanding  balance  at  CWB's  prime  less  one-quarter  of  one  per  cent. 
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DEPARTMENT  OF  TREASURY 
FINANCIAL  STATEMENTS 
MARCH  31,  1997 


AUDITOR'S  REPORT 

To  the  Provincial  Treasurer 

I  have  audited  the  statement  of  assets  and  liabilities  of  the  Department  of  Treasury,  and  assets, 
liabilities  and  net  debt  of  general  revenues  under  administration,  as  at  March  31,  1997  and  1996  and 
the  statements  of  revenues  and  expenses  of  the  Department,  and  operations  of  general  revenues  under 
administration,  and  changes  in  financial  position  of  the  Department  for  the  years  then  ended.  These 
financial  statements  are  the  responsibility  of  the  management  of  the  Department.  My  responsibility  is 
to  express  an  opinion  on  these  financial  statements  based  on  my  audit. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement  presentation. 

Section  14  of  the  Government  Accountability  Act  requires  the  preparation  of  financial  statements  for 
the  Department  of  Treasury  as  at  March  31,  1998.  In  preparing  to  meet  this  requirement,  the 
accompanying  financial  statements  have  been  prepared  using  the  accounting  policies  and  reporting 
practices  that  the  government  has  established  for  departments,  as  disclosed  in  Note  3.  With  certain 
exceptions  that  have  caused  me  to  provide  a  reservation  of  opinion,  the  basis  of  accounting  is 
generally  accepted  accounting  principles  (GAAP).  GAAP  is  the  term  used  to  describe  the  basis  on 
which  financial  statements  are  normally  prepared.  Encompassing  broad  principles  and  conventions  of 
general  application,  GAAP  communicate  information  that  is  useful  in  making  decisions  and  assessing 
performance.  This  objective  is  achieved  by  including  all  assets  and  liabilities,  recognizing  the  effect 
of  transactions  and  events  in  the  period  they  occur  and  recording  all  costs  of  the  Department's  service 
delivery  activities,  and  excluding  assets  and  liabilities  and  revenues  and  costs  of  other  departments. 

The  following  accounting  policies  employed  in  both  1997  and  1996  are  exceptions  from  generally 
accepted  accounting  principles: 

Pension  obligations 

Obligations  to  pension  plans  for  current  and  former  employees  of  all  other  departments  have  been 
recognized  as  a  liability  in  the  accompanying  statement  of  assets  and  liabilities.  Consequently,  the 
annual  change  in  the  liability  for  all  departments  has  been  recognized  in  the  statement  of  revenues  and 
expenses.  Determining  the  amount  of  the  Department  of  Treasury  liability  is  dependent  on  taking  a 
position,  which  I  have  not  yet  done,  on  how  a  share  of  any  Provincial  contribution  to  the  elimination  of 
the  unfunded  liability  should  be  allocated  to  departments.  However,  in  my  view,  an  amount  of 
approximately  $122  million  due  to  pension  plans,  in  the  other  departments'  capacity  as  employer  at 
March  31,1 997,  should  not  be  recognized  as  a  liability  in  these  financial  statements.  The  effect  of  this 
overstatement  of  liabilities  is  to  understate  expenses  for  the  year  ended  March  31,  1997  by  $59 
million. 

The  Province's  obligation  to  the  Teachers'  Pension  Plan  at  March  31,  1997  is  $3,665  million.  In  my 
view,  this  amount  is  a  liability  of  the  Department  of  Education  and  should  not,  therefore,  be 
recognized  in  these  financial  statements.  The  effect  of  this  overstatement  of  liabilities  is  to  overstate 
expenses  for  the  year  ended  March  31,1 997  by  $255  million. 
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Employee  entitlements  and  benefits 

Accrued  employee  vacation  entitlements  and  long-term  disability  benefits  of  all  other  departments 
have  been  recognized  as  a  liability  in  the  accompanying  statement  of  assets  and  liabilities. 
Consequently,  the  annual  change  in  the  liability  for  all  departments  has  been  recognized  in  the 
statement  of  revenues  and  expenses.  In  my  view,  an  amount  of  approximately  $184  million 
representing  accrued  entitlements  and  benefits  at  March  31,  1997  should  not  be  recognized  in  these 
financial  statements.  The  effect  of  this  overstatement  of  liabilities  is  to  understate  expenses  for  the 
year  ended  March  31,  1997  by  $2  million. 

Excluded  direct  costs 

Accommodation  and  certain  other  administration  costs  incurred  in  the  operation  of  the  Department  of 
Treasury  have  not  been  included  in  expenses.  These  costs  are  recorded  by  the  departments  that  paid 
the  expenses  on  behalf  of  the  Department  of  Treasury. 

Corporate  tax 

Corporate  income  taxes  receivable  have  not  been  recognized  as  an  asset  in  the  accompanying 
statement  of  assets  and  liabilities  and  consequently  the  annual  change  in  the  asset  has  not  been 
recognized  in  the  statement  of  revenues  and  expenses.  Using  basic  information,  I  estimate  that  the 
accrual  at  March  31,  1997  is  in  the  $150  million  to  $200  million  range.  I  understand  that  the 
Department  is  actively  working  to  refine  the  estimate  of  corporate  income  taxes  receivable  so  that  it 
can  be  accrued  in  1998. 

In  my  opinion,  because  of  the  effects  of  the  matters  discussed  in  the  preceding  section,  these  financial 
statements  do  not  present  fairly  the  financial  position  of  the  Department,  and  the  financial  position  of 
general  revenues  under  administration,  as  at  March  31, 1 997  and  1 996  and  the  results  of  its  operations, 
and  the  operations  of  general  revenues  under  administration,  and  the  changes  in  its  financial  position 
for  the  years  then  ended  in  accordance  with  generally  accepted  accounting  principles. 


Edmonton,  Alberta 
June  13,  1997 


Peter  Valentine,  FCA 
Auditor  General 


72 


MINISTRY  OF  TREASURY  ANNUAL  REPORT  1996-97 


DEPARTMENT  OF  TREASURY 

GENERAL  REVENUES  UNDER  ADMINISTRATION 

STATEMENT  OF  OPERATIONS 

FOR  THE  YEAR  ENDED  MARCH  3 1 ,  1 997 


In  thousands 
1997  1996 


Budget 

Actual 

Actual 

(Note  6) 

Net  Contribution  from  Departments 

Department  of  Treasury 

$3,899,237 

$  5,401,095 

S  5,179,980 

Other  departments 

3,473,299 

5,066,871 

3,108,638 

7^72,536 

10,467,966 

8,288,618 

Net  Contribution  to  Other  Departments 

and  Offices  of  the  Legislative  Assembly 

8,165,162 

8,125,556 

7,638,622 

(792,626) 

2.342,410 

649,996 

Funding  Returned  by  Departments 

Department  of  Treasury 

775 

7,463 

Other  departments  and  offices  of  the  Legislative  Assembly 

115,107 

168,922 

115,882 

176,385 

Surplus  (Deficit)  for  the  Year 

$  (792,626) 

$  2,458,292 

S  826,381 

The  accompanying  notes  and  schedules  are  part  of  these  financial  statements. 


DEPARTMENT  OF  TREASURY 
GENERAL  REVENUES  UNDER  ADMINISTRATION 
STATEMENT  OF  ASSETS,  LIABILITIES  AND  NET  DEBT 
AS  AT  MARCH  31,  1997 


ASSETS 

Due  from  departments  and  offices  of  the  Legislative  Assembly 

LIABILITIES 

Due  to  the  Department  of  Treasury 
Due  to  other  departments 

NET  DEBT 


In  thousands 
1997  1996 


S  6,173,664 

19,493,107 
1,696,289 
21,189,396 
$  15,015,732 


S  6,594,810 

22,242,564 
1,826,270 
24,068,834 
S  17,474,024 


NET  DEBT  AT  BEGINNING  OF  YEAR 
SURPLUS  FOR  THE  YEAR 
NET  DEBT  AT  END  OF  YEAR 


$  17,474,024 
2,458,292 
$  15,015,732 


S  18,300,405 
826,381 
S  17,474,024 


The  accompanying  notes  and  schedules  are  part  of  these  financial  statements. 
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DEPARTMENT  OF  TREASURY 
STATEMENT  OF  REVENUES  AND  EXPENSES 
FOR  THE  YEAR  ENDED  MARCH  31,1997 


In  thousands 

1997 

1996 

Budeet 

Actual 

Actual 

(Note  6) 

Revenues  (Schedules  1  and  2) 

Income  taxes 

$4,108,349 

$  4,852,238 

S  4,508,806 

Other  taxes 

1,043,420 

1,040,587 

533,232 

\Jr\n  _r*»n hl^  rPCAIirC^  MIMItf 
IN  \Jl  1  I  CUC  W  II UIC  IC>tJUlLC  It  VtllUt 

Royalty  tax  credit 

(260,000) 

(239,755) 

(292.204) 

Transfers  from  Government  of  Canada 

3,847 

3,931 

3,931 

Transfers  from  regulated  funds 

910,000 

756,447 

1,430,563 

Fees,  permits  and  licences 

3,455 

3,526 

5,774 

Transfers  from  government  enterprises 

2,543 

23,162 

485,241 

Other 

107,090 

113.242 

155.852 

5,918,704 

6,553378 

6,831,195 

Net  Contribution  to  General  Revenues 

3,899.237 

5.401.095 

5,179,980 

Funding  Available  (Schedule  3) 

2.019.467 

1,152.283 

1.65 1.2 15 

Expenses  (Schedules  2  and  4) 

Departmental  support  services 

4,325 

4,197 

4,225 

Revenue  collection  and  rebates 

14,006 

13.896 

14,693 

Financial  management,  planning  and  central  services 

14,086 

13,549 

14,204 

Regulation  of  securities  markets 

- 

- 

1,094 

Corporate  tax  interest  refunds 

13,000 

16,343 

22.203 

Farm  credit  stability  progTam 

1  /.JUU 

Small  business  term  assistance  program 

250 

181 

382 

Pension  liability  funding 

131,600 

129,228 

139.996 

Valuation  adjustments  and  other  provisions  (Schedule  7) 

355,000 

(378,905) 

(141,531) 

Loss  on  disposal  of  capital  assets 

273 

Debt  serv  icing  costs 

1,470.000 

1.337,017 

1.567.958 

2,019.467 

1.151,508 

1.643.752 

Funding  Surplus 

775 

7.463 

Funding  Returned  to  General  Revenues 

775 

7,463 

S 

S 

S 

The  accompanying  notes  and  schedules  are  part  of  these  financial  statements. 
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DEPARTMENT  OF  TREASURY 

STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  YEAR  ENDED  MARCH  31,1997 


Operating  Transactions 
Funding  Surplus 

Nonosh  items  included  in  Funding  Surplus: 

Amortization  of  discount  on  investments  and  debt,  net 
Amortization  of  exchange  differences  on  foreign 

currency  debt 
Amortization  of  capital  assets 
Loss  on  disposal  of  capital  assets 
Valuation  adjustments  and  other  provisions 

Returned  to  General  Revenues 

Increase  in  Receivables 

Increase  in  Payables,  including  Pension  Obligations 
Cash  Provided  by  (Used  for)  Operating  Transactions 

Investing  Transactions 
Loans  and  Advances: 
Government  Entities 
Other 

Repayments  of  Loans  and  Advances: 
Government  Entities 
Other 

Purchase  of  Capital  Assets  (Schedule  5) 
Capital  Assets  on  Hand 

Cash  Provided  by  (Used  for)  Investing  Transactions 

Financing  Transactions 
Debt  Issues 
Debt  Retirement 

Cash  Used  for  Financing  Transactions 


In  thousands 


 1997   1996 

Budget  Actual  Actual 


$                        S          775  S  7,463 

91,784  178,254 

106,248  92,738 

1,151                   1,061  1,291 

274 

355,000  (378,905)  (141,531) 
   (775)  (7,463) 

356,151              (179,812)  131,026 
(175,644)  (427,078) 
  10,992  785,385 

356,151               (344,464)  489,333 


(1,049,871)  (1,641,547) 

(35,427)  (1,072,979) 

1,322,978  914,419 

324,189  199,376 

(1,856)                (1,695)  (484) 

    (2,574) 

(1,856)              560,174  (1,603,789) 


17,931,478  22,495,278 
(20,720,851)  (22,947,158) 
(2,789,373)  (451,880) 


Net  Cash  Provided  (Used)  354,295  (2,573,663)  (1,566,336) 

Due  from  General  Revenues  and  Cash,  Beginning  of  Year    22,099,612  23,665,948 

Due  from  General  Revenues  and  Cash,  End  of  Year  $    354,295  $19,525,949  S22.099.612 


Due  from  General  Revenues  and  Cash  represented  by: 
Due  from  General  Revenues 
Cash  (Bank  Overdraft) 


$19,493,107 
32,842 
$19,525,949 


$22,242,564 
(142,952) 
S22.09Q.6i: 


The  accompanying  notes  and  schedules  are  part  of  these  financial  statements 
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DEPARTMENT  OF  TREASURY 
STATEMENT  OF  ASSETS  AND  LIABILITIES 
AS  AT  MARCH  31,  1997 


ASSETS 
Cash 

Accounts  and  Accrued  Interest  Receivable  (Schedule  8) 
Loans  and  Advances  to  Government  Entities  (Schedule  9) 
Other  Loans,  Advances  and  Investments  (Schedule  10) 
Capital  Assets  (Schedule  1 1 ) 
Due  from  General  Revenues 

LIABILITIES 
Bank  Overdraft 

Accounts  and  Accrued  Interest  Payable  (Schedule  12) 
Unmatured  Debt  (Schedule  13) 
Pension  Obligations  (Schedule  14) 
Other  Accrued  Liabilities  (Schedule  15) 


In  thousands 
1997  1996 


$  32,842 
582,349 
324,590 
722,133 
2,092 
19,493,107 
$  21,157,113 


389,178 
15,416,267 
4,969359 
382,309 
$21,157,113 


422.444 
590,874 
1,005,933 
1,458 
22.242,564 
S  24,263,273 


S  142,952 
395,759 
18,006.706 
5,338,000 
379,856 
S  24.263.273 


The  accompanying  notes  and  schedules  are  part  of  these  financial  statements 
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DEPARTMENT  OF  TREASURY 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

FOR  THE  YEAR  ENDED  MARCH  31,  1997 

Note  1  Authority 

The  Department  of  Treasury  (the  Department)  operates  under  the  authority  of  the  Government  Organization  Act, 
Statutes  of  Alberta  1994,  as  amended. 

Note  2  Purpose 

The  Department's  core  functions  are  to:  facilitate  sound  business  planning  and  fiscal  decisions  by  providing 
analysis  and  recommendations  to  the  Provincial  Treasurer  and  Treasury  Board;  develop  and  maintain  a  framework 
to  improve  the  accountability  of  ministries  for  their  financial  and  business  decisions,  and  for  reporting  financial 
information;  manage  the  province's  financial  assets  and  liabilities;  collect  tax  revenue;  and  foster  a  fair  and 
efficient  financial  marketplace  through  appropriate  regulation. 

The  Alberta  Securities  Commission,  formerly  part  of  the  Department,  was  incorporated  on  June  I,  1995  and  now 
operates  independently  of  the  Department  (see  Note  3(a)  below). 

Note  3      Summary  of  Significant  Accounting  Policies  and  Reporting  Practices 

These  financial  statements  are  prepared  in  accordance  with  the  following  accounting  policies: 

(a)  Reporting  Entity 

The  reporting  entity  is  the  Department,  which  is  part  of  the  Ministry  of  Treasury  and  for  which  the  Provincial 
Treasurer  is  accountable.  Other  entities  for  which  the  Provincial  Treasurer  is  responsible  or  which  report  to 
the  Provincial  Treasurer,  which  are  not  included  in  these  financial  statements,  include  the  Treasury 
Revolving  Fund,  the  Alberta  Heritage  Foundation  for  Medical  Research  Endowment  Fund,  the  Alberta 
Heritage  Savings  Trust  Fund,  the  Alberta  Heritage  Scholarship  Fund,  the  Alberta  Risk  Management  Fund, 
the  Utility  Companies  Income  Tax  Rebates  Fund,  the  Alberta  Insurance  Council,  the  Alberta  Municipal 
Financing  Corporation,  the  Alberta  Pensions  Administration  Corporation,  the  Alberta  Securities 
Commission,  the  Alberta  Government  Telephones  Commission  and  its  subsidiaries,  Alberta  Intermodal 
Services  Ltd.,  the  Credit  Union  Deposit  Guarantee  Corporation  and  its  subsidiary,  N.A.  Properties  (1994) 
Ltd.,  the  Treasury  Branches  Deposits  Fund,  Chembiomed  Ltd.,  and  Gainers  Inc.  The  activities  of  these 
organizations  are  not  included  in  these  financial  statements. 

Since  significant  financial  transactions  of  the  Ministry  are  reported  outside  the  departmental  financial 
statements,  the  Ministry  financial  statements  provide  a  more  comprehensive  accounting  of  the  financial 
position  and  results  of  the  Ministry's  operations.  The  Ministry  Annual  Report  provides  a  more  complete 
picture  of  the  responsibilities  for  which  the  Provincial  Treasurer  is  accountable. 

All  departments  of  the  Government  of  Alberta  operate  within  the  General  Revenue  Fund  (the  Fund).  The 
Fund  is  administered  by  the  Provincial  Treasurer.  All  revenues  collected  by  the  departments  are  deposited 
into  the  Fund  and  all  disbursements  made  by  the  departments  are  paid  from  the  Fund.  The  results  of  all 
departments'  operations  and  their  financial  positions  are  combined  to  determine  the  financial  position  of  the 
Fund. 

(b)  Basis  of  Financial  Reporting 

General  Revenues  Under  Administration 

The  statement  of  operations  and  statement  of  assets,  liabilities  and  net  debt  of  General  Revenues  Under 
Administration  are  presented  separately  from  the  Department's  own  revenues,  expenses,  assets  and 
liabilities.  As  indicated  above,  the  Department  administers  General  Revenues  on  behalf  of  all  departments. 
Each  department  individually  has  no  surplus  or  deficit  and  no  net  assets,  while  the  statements  of  General 
Revenues  Under  Administration  present  the  combined  surplus  and  combined  net  debt  positions  of  all 
departments  taken  together.  Because  the  Department  administers  General  Revenues,  the  results  and  financial 
position  of  General  Revenues  Under  Administration  are  presented  as  part  of  the  Department  but  not 
consolidated  with  its  own  operations 

A  statement  of  changes  in  financial  position  of  General  Revenues  Under  Administration  is  not  provided  as 
disclosure  in  these  financial  statements  is  considered  to  be  adequate. 

Revenues 

All  revenues  except  corporate  income  taxes  are  reported  on  the  accrual  basis  of  accounting  Corporate 
income  taxes  are  reported  as  revenue  based  on  cash  received  in  the  year. 

Net  Budgeting  and  Dedicated  Revenue 

Net  budgeting  provides  an  alternative  basis  for  authorizing  spending.  Each  net  budgeted  initiative  must  be 
approved  by  Treasury  Board.  Net  budgeted  revenue  is  termed  "dedicated  revenue".  For  programs  providing 
services  where  the  level  of  expense  and  revenue  is  related  to  the  program's  volume  of  activity,  the  annual 
budget  is  based  on  the  estimated  net  amount  of  expense  for  the  program.  If  demand  for  the  program  grow  s 
and  provides  increased  revenue,  the  Department  has  the  flexibility  to  respond  with  no  increase  in  net  cost  to 
the  government.  If  demand  for  the  program  diminishes  and  revenues  decline,  the  Department  must  reduce 
expenses  accordingly. 
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Net  Contribution  to  General  Revenues 

Since  revenues  generated  by  the  Department  are  more  than  the  approved  operating  expenses  budget,  excess 
funding  is  returned  to  the  General  Revenues  of  the  Province.  The  Net  Contribution  to  General  Revenues  is 
deducted  from  the  revenues  to  determine  funding  available  to  the  Department. 

Expenses 

Expenses  represent  the  cost  of  resources  consumed  during  the  year  on  the  Department's  operations. 
Expenses  include  amortization  of  capital  assets. 

Pension  costs  included  in  these  statements  comprise  the  cost  of  employer  contributions  for  current  service  of 
employees  during  the  year  and  additional  government  and  employer  contributions  for  employees'  service 
relating  to  prior  years. 

Certain  expenses,  primarily  for  office  space  and  legal  advice,  incurred  on  behalf  of  the  Department  by  other 
Ministries  are  not  reflected  in  these  statements. 

V  aluation  Adjustments  and  Other  Provisions 

Valuation  adjustments  include  changes  in  the  valuation  allowances  used  to  reflect  financial  assets  at  their  net 
recoverable  or  other  appropriate  value.  Other  provisions  represent  the  change  in  management's  estimate  of: 
future  payments  arising  from  obligations  relating  to  guarantees;  indemnities;  deficits  of  regulated  funds  and 
provincial  agencies  within  the  Ministry;  pension  obligations;  accrued  employee  vacation  entitlements;  and 
long-term  disability  benefits. 

Provisions  for  pension  obligations  include:  interest  on  the  Department's  share  of  the  unfunded  liability;  the 
amortization  of  deferred  adjustments  over  the  expected  average  remaining  service  life  of  employees  w  hich 
relate  to  the  long  term;  adjustments  to  the  pension  obligation  which  are  recognized  immediately  if  there  is 
reasonable  assurance  that  a  gain  or  loss  has  been  realized;  and  the  effect  of  the  change  in  the  ratio  used  to 
allocate  the  plan's  total  unfunded  liability  to  participating  entities. 

Funding  Returned  to  General  Revenues 

The  amount  returned  to  general  revenues  represents  the  difference  between  the  voted  operating  expenses  and 
actual  expenses  made  under  that  voted  authority.  Under  existing  legislation,  this  amount  may  not  be  retained 
by  the  Department. 

Statement  of  Changes  in  Financial  Position 

To  prepare  for  implementation  of  the  Government  Accountability  Act,  the  Province  of  Alberta  started 
gathering  financial  information  as  at  April  1,  1995  to  be  used  for  the  comparative  figures  as  at  March  31, 
1996.  With  the  exception  of  capital  assets,  unmatured  debt,  pension  obligations  and  due  from  general 
revenues,  the  comparative  figures  in  the  Statement  of  Changes  in  Financial  Position  have  been  prepared  on 
the  assumption  that  assets  and  liabilities  were  acquired  or  incurred  during  the  year  ended  March  31,  1996. 
Capital  assets  have  been  reported  in  the  Statement  of  Changes  in  Financial  Position  as  the  amount  on  hand  at 
April  I,  1995  and  transactions  incurred  during  the  year. 

Assets 

Financial  assets  of  the  Department  are  limited  to  financial  claims,  such  as  advances  to  and  receivables  from 
other  organizations,  except  for  corporate  income  taxes  receivable  which  are  not  reported. 

Loans  are  reported  at  their  face  value  except  for  loans  made  on  significantly  concessionary  terms  which  are 
discounted  by  the  amount  of  concessions.  The  amount  of  the  discount  is  amortized  to  revenue  over  the  term 
of  the  loan,  except  when  the  collectibility  of  either  the  principal  or  interest  related  to  the  loan  transaction  is 
not  reasonably  assured  The  stated  value  of  loans  is  estimated  to  approximate  fair  value. 

Investments  are  recorded  at  cost,  except  for  investments  in  wholly-owned  Provincial  corporations  operated 
as  commercial  enterprises  which  are  valued  on  the  equity  basis  Where  there  has  been  a  loss  in  value  of  an 
investment  that  is  other  than  a  temporary  decline,  the  investment  is  written  down  to  recognize  the  loss.  The 
written  down  value  is  deemed  to  be  the  new  cost. 

Capital  assets  of  the  Department  are  recorded  at  historical  cost  and  amortized  on  a  straight  line  basis  over  the 
estimated  useful  lives  of  the  assets  Capital  assets  are  restricted  to  those  acquired  for  cash  or  exchanged  for 
other  assets. 

Due  from  General  Revenues  is  the  difference  at  fiscal  year  end  between  the  Department's  liabilities  and  the 
value  of  its  assets  It  also  includes  the  accumulated  net  cash  flow  s  relating  to  the  Department's  activities. 

Liabilities 

Liabilities  include  all  financial  claims  payable  by  the  Department  at  fiscal  year  end.  Certain  liabilities,  such 
as  pension  obligations,  accrued  vacation  pay  and  long-term  disability  benefits,  are  reflected  in  these  financial 
statements  on  behalf  of  all  departments 


Note  4      Liability  Risk  Management 

The  objective  of  the  Department's  liability  management  program  is  to  achieve  the  lowest  cost  on  debt  w  ithin  an 
acceptable  degree  of  variability  of  debt  servicing  costs.  In  order  to  achieve  this  objective,  the  Department  manages 
three  risks  -  interest  rate  risk,  currency  exchange  risk,  and  refunding  risk.  The  Department  manages  these  three 
risks  within  approved  policy  guidelines 
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The  policy  guideline  for  interest  rate  risk  is  that  floating  rate  debt  should  be  between  38  per  cent  and  50  per  cent  of 
total  debt.  The  policy  guideline  for  currency  exchange  risk  is  that  unhedged  U.S.  dollar  debt  should  be  between  32 
per  cent  and  35  per  cent  of  total  debt,  with  no  exposure  to  currencies  other  than  to  Canadian  and  United  States 
dollars.  The  policy  guideline  for  refunding  risk  is  that  term  debt  maturities  should  not  exceed  $3.5  billion  in  any 
fiscal  year,  excluding  early  redemption  of  Alberta  Capital  Bonds  and  Alberta  Savings  Certificates.  These  policies 
were  complied  with  during  the  year. 

Note  5      Commitments  and  Contingencies 
(currency  amounts  in  thousands) 

Set  out  below  are  details  of  commitments  to  organizations  outside  the  Department  and  contingencies  resulting 
from  guarantees,  indemnities  and  litigation,  other  than  those  reported  as  liabilities  and  shown  in  Schedule  15. 

Management  considers  that  the  contingencies  will  not  result  in  any  material  adverse  effect  on  the  Department.  Any 
losses  arising  from  the  settlement  of  contingencies  are  treated  as  current  year  expenses. 

(a)  Treasury  Branches 

The  Treasury  Branches  Act  provides  that  obligations  or  expenses  incurred  in  the  operation  of  the  Treasury 
Branches  shall  be  paid  from  the  Treasury  Branches  Deposits  Fund  except  those  that  are  specified  by  the 
Provincial  Treasurer  as  not  being  chargeable  to  the  Fund.  The  Act  provides  further  that  expenses  in 
connection  with  the  operation  of  the  Treasury  Branches  that  are  not  to  be  paid  out  of  the  Fund  shall  be  paid 
out  of  money  voted  by  the  Legislature.  At  March  31,  1997,  the  Treasury  Branches  Deposits  Fund  had  an 
accumulated  deficit  of  $151,978  (1996  $27,648). 

(b)  Credit  Union  Act 

The  Credit  Union  Deposit  Guarantee  Corporation,  operating  under  the  authority  of  the  Credit  Union  Act, 
guarantees  the  repayment  of  all  deposits  with  Alberta  credit  unions,  including  accrued  interest.  The  Credit 
Union  Act  provides  that  the  Province,  through  the  Department,  will  ensure  that  this  obligation  of  the 
Corporation  is  carried  out.  As  at  December  31,  1996,  credit  unions  in  Alberta  held  deposits  totalling 
S4,2 1 1 ,000  ( 1 995  $3,936,000).  Substantial  assets  are  available  to  safeguard  the  Department  from  risk  of  loss 
arising  from  its  potential  obligation  under  the  Act. 

(c)  Other  Commitments 

Commitments  to  outside  organizations  in  respect  of  contracts  entered  into  before  March  31,  1 997  amounted 
to  $2,224  (1996  S2,737).  These  commitments  will  become  expenses  of  the  Department  when  terms  of  the 
contracts  are  met.  Payments  in  respect  of  these  contracts  and  agreements  are  subject  to  the  voting  of  supply 
by  the  Legislature.  These  amounts  include  obligations  under  operating  leases  which  expire  on  various  dates 
to  July  1999.  The  aggregate  amounts  payable  for  the  unexpired  terms  of  these  leases  are  as  follows: 

1997-  98  $59 

1998-  99  $24 

1999-  00  $  6 

(d)  Debenture,  Deposit  and  Loan  Guarantees 

Guaranteed  liabilities  at  March  31,  1997  of  government  entities  amounting  to  $14,592,132  (1996 
$  1 5,350,869),  and  other  guarantees  amounting  to  $902,039  ( 1 996  $  1 ,40 1 ,453)  are  analyzed  in  Schedules  1 6 
and  1 7  respectively.  These  schedules  are  included  with  the  financial  statements  because  payments  under 
debenture  and  loan  guarantees  are  a  statutory  charge  on  the  Department.  Payments  under  the  guarantee  of 
Treasury  Branch  deposits  would  also  be  made  by  the  Department,  under  authority  of  a  supply  vote. 

(e)  Legal  Actions 

At  March  31,  1997,  the  Department  was  named  as  defendant  in  various  legal  actions.  The  total  claimed  in 
specific  legal  actions  amounts  to  approximately  $352,248  (1996  $240,836). 

The  resulting  loss,  if  any,  from  these  claims  cannot  be  determined. 

Note  6  Budget 

(currency  amounts  in  thousands) 

The  budget  figures  were  derived  from  Agenda  '96  and  the  Government  and  Legislative  Assembly  Estimates 
approved  on  April  1,  1996,  and  include  Treasury  Board  authorizations  made  during  the  year  increasing  expenses 
and  dedicated  revenue  budgets  by  $534,  Supplementary  Estimates  of  $43,000  approved  on  September  3,  1996  and 
special  warrants  of  $2 17,313  issued  in  March  1997.  The  Treasury  Board  authorizations.  Supplementary  Estimates 
and  special  warrants  had  the  combined  effect  of  increasing  operating  expense  authority  by  $260,847.  The  special 
warrants  were  approved  as  Supplementary  Estimates  on  May  6,  1997. 

Note  7      Related  Party  Transactions 

(currency  amounts  in  thousands) 

As  explained  in  Notes  2  and  3(a),  the  Department  is  responsible  for  handling  all  departments'  cash  transactions.  As 
a  result,  the  Department  engages  in  transactions  with  its  own  funds  and  agencies  and  with  all  other  departments  and 
their  funds  and  agencies  in  the  normal  course  of  operations. 
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The  Deputy  Provincial  Treasurer  is  a  director  of  Alberta  Pensions  Administration  Corporation  and  Alberta 
Municipal  Financing  Corporation.  The  Controller  is  a  director  of  PSC  Payment  Systems  Corporation.  Alberta 
Pensions  Administration  Corporation  is  wholly  owned,  Alberta  Municipal  Financing  Corporation  is  70  per  cent 
owned,  and  PSC  Payment  Systems  Corporation  is  40  per  cent  owned  by  the  Government  of  Alberta,  through  the 
Department.  Neither  of  the  officials  referred  to  above  received  any  benefit  during  the  year,  in  cash  or  in  kind,  as  a 
result  of  these  directorships. 

The  investment  in  Alberta  Municipal  Financing  Corporation  is  recorded  at  cost  (see  Schedule  10)  because  the 
Corporation  has  the  power  to  pay  its  retained  earnings,  which  amounted  to  $3 1 2,2 1 1  at  December  31,1 996  ( 1 995 
$343,125),  to  municipal  and  other  shareholders  which  have  borrowed  money  from  the  Corporation.  During  the 
1 996-97  fiscal  year,  the  Department,  on  behalf  of  the  Department  of  Education,  paid  S 1 1 0,620  ( 1 996  S 1 1 3,4 1 9)  to 
the  Corporation  to  redeem  maturing  school  board  debentures.  A  further  amount  of  $  1 ,297,895  ( 1 996  $  1 ,4 1 8, 1 40) 
is  included  in  Due  to  other  departments  in  the  General  Revenues  Under  Administration  statement  of  assets, 
liabilities  and  net  debt.  This  amount  represents  future  school  board  debenture  redemptions  which  the  Department 
will  have  to  meet  by  raising  revenue  or  borrowing.  The  investments  in  and  transactions  with  Alberta  Pensions 
Administration  Corporation  and  PSC  Payment  Systems  Corporation  are  insignificant,  on  both  a  cost  and  equity 
basts. 


Accommodations,  legal,  telecommunications  and  personnel  services  were  provided  to  the  Department  during  the 
year  by  other  government  entities  at  no  cost. 

The  Department  and  its  employees  paid  certain  taxes  and  fees  set  by  regulation  for  permits,  licences,  and  other 
rights.  These  amounts  were  incurred  in  the  normal  course  of  business  and  reflect  charges  applicable  to  all  users. 


Note  8       Trust  Funds  Under  Administration 
(currency  amounts  in  thousands) 

The  Department  administers  trust  funds  that  are  regulated  funds  consisting  of  public  money  over  which  the 
Legislature  has  no  powrr  of  appropriation.  Because  the  Province  has  no  equity  in  the  funds  and  administers  them 
for  the  purpose  of  various  trusts,  they  are  not  included  in  the  Department's  financial  statements. 

As  at  March  31,1 997,  trust  funds  under  administration  were  as  follows: 


Local  Authorities  Pension  Plan  Fund 

Public  Service  Pension  Plan  Fund 

The  Workers'  Compensation  Board  Accident  Fund 

Universities  Academic  Pension  Plan  Fund 

Management  Employees  Pension  Plan  Fund 

Special  Forces  Pension  Plan  Fund 

Other 


1997 
S  6,437,553 
2,975,444 
2.306,143 
1,322,619 
1,065,542 
701,004 
16.732 
S  14.825.037 


1996 
S  5.625.639 
2,636.044 
2.880.600 
1,175,565 
919,716 
613.889 
45.856 
S  13.897.309 


Note  9       Measurement  Uncertainty 

Estimates  are  used  in  accruing  revenues  and  expenses  in  circumstances  where  the  actual  accrued  revenues  and 
expenses  are  unknown  at  the  time  the  financial  statements  arc  prepared.  Uncertainty  in  the  determination  of  the 
amount  at  which  an  item  is  recognized  in  financial  statements  is  known  as  measurement  uncertainty  Such 
uncertainty  exists  when  there  is  a  variance  between  the  recognized  amount  and  another  reasonably  possible 
amount,  as  there  is  whenever  estimates  are  used. 


Measurement  uncertainty  that  is  material  to  these  financial  statements  exists  in  the  accrual  of  personal  income 
taxes,  provisions  for  pensions  and  loans  and  advances.  The  nature  of  the  uncertainty  in  these  items  arises  from 
several  factors  such  as  the  effect  on  accrued  taxes  of  the  verification  of  taxable  income;  the  effect  on  accrued 
pension  obligations  of  actual  experience  compared  to  assumptions;  and  the  effect  on  loans  and  advances  of  actual 
collectibility  and  changes  in  economic  conditions  While  best  estimates  have  been  used  for  reporting  items  subject 
to  measurement  uncertainty  ,  management  considers  that  it  is  possible,  based  on  existing  knowledge,  that  changes 
in  future  conditions  in  the  near  term  could  require  a  material  change  in  the  recognized  amounts.  Near  term  is 
defined  as  a  period  of  time  not  to  exceed  one  year  from  the  date  of  the  financial  statements. 


Note  10     Payments  Under  Agreement 

(currency  amounts  in  thousands) 

The  Department  is  a  party  to  two  agreements  for  which  expenses  are  incurred  by  the  Department  under  authority  of 
the  Financial  Administration  Act,  Section  29. 1 .  One  agreement  is  to  make  payments  to  jurisdictions  participating 
under  the  International  Fuel  Tax  Agreement  (primarily  U.S.  States)  The  payments  are  recoverable  in  full  from  fuel 
tax  revenue.  The  other  agreement  is  to  pay  the  salaries  of  Treasury  employees  seconded  to  Alberta  Pensions 
Administration  Corporation.  The  salaries  paid  are  recovered  in  full  from  the  Corporation.  Only  the  amounts 
receivable  or  payable  at  the  year  end  under  these  agreements  are  reflected  in  these  financial  statements.  Revenues 
and  expenses  are  not  included. 

Amounts  paid  and  payable  under  these  agreements  for  the  year  ended  March  31,  1997  were  as  follows: 

International  Fuel  Tax  Agreement  $  6,541 

Alberta  Pensions  Administration  Corporation  Payroll  5.107 


SI  1.648 
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Note  1 1     Comparative  Figures 

Certain  1996  figures  have  been  reclassified  to  conform  to  the  1997  presentation. 

Note  12     Approval  of  Financial  Statements 

These  financial  statements  were  approved  by  the  Corporate  Secretary  and  the  Deputy  Provincial  Treasurer. 
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DEPARTMENT  OF  TREASURY 

SCHEDULES  TO  THE  FINANCIAL  STATEMENTS 

FOR  THE  YEAR  ENDED  MARCH  31,  1997 

REVENUES 


Income  taxes: 

Personal  income  tax 
Corporate  income  tax 
Corporate  income  tax  cushion 

Other  taxes: 
Fuel  tax 
Tobacco  tax 

Insurance  corporations  tax 
Hotel  room  tax 

Financial  institutions  capital  tax 
Pari-muruel  tax 

Non-renewable  resource  revenue: 

Royalty  tax  credit 
Transfers  from  Government  of  Canada: 

Unconditional  subsidy 
Transfers  from  regulated  funds: 

Alberta  Heritage  Savings  Trust  Fund 

Lottery  Fund  (a) 

Fees,  permits  and  licences: 

Insurance  companies,  agents  and  brokers 
Other 

Transfers  from  government  enterprises: 

Alberta  Government  Telephones  Commission 
Revolving  funds 

Alberta  Liquor  Control  Board  (a) 
Other 

Other: 

Investment  income 
Refunds  of  expenditure 
Miscellaneous 


Schedule  1 


In  thousands 


1997 


Budget 


S  3,288,670 
1,100,071 
(280.392) 
4,1;i>,^ 

535,000 
325,000 
94,776 
33,000 
46,644 
9,000 
1.043,420 

(260,000) 

3,847 


910,000 

910,000 

2.040 
1.415 
3.455 

2,400 
143 


2.543 

103.140 
2,500 
1.450 
107.090 
$  5.918,704 


Revenues 

$  3,445.492 
1.406,746 

4.852.238  " 

545,157 
316,999 
99.823 
37,049 
36.455 
5.104 
1.040.587 

(239.755) 

3,931 

756,447 

756.447~ 

2.1 16 
1.410 

3.526 

23,140 
22 


23.162 

106,739 
6,926 
(423) 
I  I  3.242 
$  6,553,378 


1996 


Revenues 

S  3,177,157 
1.331.649 

4.508.806  ' 

49,461 
311,041 
95,682 
32.595 
35,411 
9.042 
533.232 

(292.204) 

3.931 

1,045,563 
385,000 
1.430.563 

2.183 
3.591 
5.774 


1.198 
484,000 

 43 

4S5.24I 

132.953 
20,240 
2.659 
155.852 
S  6.831.195 


(a)  Responsibility  for  these  revenues  was  transferred  to  the  Department  of  Transportation  and  Utilities  effective  April  I, 
1996.  The  responsibility  was  subsequently  transferred  to  the  Department  of  Economic  Development  and  Tourism  retro- 
actise  to  April  I,  1996. 
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NET  BUDGETED  INITIATIVES  (a) 


Alberta  Insurance  Council  (b) 
Dedicated  Revenue 
Expense 
Net  Expense 

Alberta  Stock  Exchange 
Dedicated  Revenue 
Expense 
Net  Expense 


Investment  Dealers  Association 
Dedicated  Revenue 
Expense 
Net  Expense 


In  thousands 


1997 


Budget 


Actual 


1996 


Actual 


$  1,037 
1,037 


$  1,037 
1,129 
$  (92) 


S  1,020 
1,129 
S  (109) 


36 
36 


Schedule  2 


(a)  Net  budgeting  provides  an  alternative  basis  for  authorizing  spending.  Each  net  budgeted  initiative  must  be  approved  by 
Treasury  Board.  Net  budgeted  revenue  is  termed  "dedicated  revenue".  For  programs  providing  services  where  the  level  of 
expense  and  revenue  is  related  to  the  program's  volume  of  activity,  the  annual  budget  is  based  on  the  net  amount  of 
expense  for  the  program.  If  demand  for  the  program  grows  and  provides  increased  revenue,  the  Department  has  the  flexi- 
bility to  respond  with  no  increase  in  net  cost  to  the  government.  If  demand  for  the  program  diminishes  and  revenues 
decline,  the  Department  must  reduce  expenses  accordingly. 

Dedicated  revenue  and  expense  of  net  budgeted  initiatives  are  included  in  the  statement  of  revenues  and  expenses  on  a 
gross  basis. 

(b)  The  regulation  of  insurance  intermediaries  has  been  delegated  to  the  Alberta  Insurance  Council  and  is  funded  by  licence 
and  examination  fees  paid  by  insurance  agents  and  adjusters.  The  Department  pays  the  Council  85%  of  agent/adjuster 
fees  collected. 


Schedule  3 


FUNDING  AVAILABLE 


Authorized  Voted  Expenses  (a) 
Departmental  Support  Services 
Revenue  Collection  and  Rebates 
Financial  Management,  Planning  and  Central  Services 
Regulation  of  Securities  Markets  (b) 

Actual  Statutory  Expenses  (c) 
Corporate  Tax  Interest  Refunds 
Farm  Credit  Stability  Program 
Small  Business  Term  Assistance  Program 
Pension  Liability  Funding 
Debt  Servicing  Costs 


Actual  Valuation  Adjustments  and  Other  Provisions  (d) 
Actual  Loss  on  Disposal  of  Capital  Assets  (e) 


In  thousands 


1997 


$  4,325 
14,006 
14,086 


32,417 


16,343 
16,002 
181 
129,228 
1,337,017 
1.498,771 

(378,905) 


$  1,152,283 


1996  (f) 


4,470 
14,987 
16,558 

5,664 


41,679 


22,203 
20,255 
382 
139,996 
1,567,958 
1.750.794 

(141.531) 

 273_ 

S  1,651,215 
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(a)  The  Funding  Available  for  expenses  related  to  voted  appropriations  represents  the  Department's  funding  for  operating 
purposes  as  authorized  by  the  Legislative  Assembly.  When  actual  expenses  related  to  voted  appropriations  are  less  than 
that  authorized  by  vote,  the  difference  is  returned  to  General  Revenues.  When  actual  expenses  related  to  voted  appropria- 
tions are  greater  than  that  authorized  by  vote,  the  difference  reduces  the  funding  available  for  expenses  related  to  voted 
appropriations  in  the  following  year. 

(b)  As  indicated  in  Note  2,  the  Alberta  Securities  Commission  was  incorporated  on  June  1 ,  1 995,  from  w  hich  date  it  assumed 
responsibility  for  its  own  operating  expenses. 

(c)  In  the  event  that  actual  statutory  expenses  exceed  that  budgeted.  General  Revenues  will  contribute  enough  funding  to  pre- 
vent a  funding  deficit  in  the  Department.  The  Funding  Available  for  statutory  expenses  is  thus  adjusted  to  equal  the  actual 
statutory  expenses. 

(d)  In  the  event  that  actual  valuation  adjustments  and  other  provisions  exceed  that  budgeted,  General  Revenues  will  contrib- 
ute enough  funding  to  prevent  a  funding  deficit  in  the  Department.  The  Funding  Available  for  valuation  adjustments  and 
other  provisions  is  thus  adjusted  to  equal  the  actual  valuation  adjustments  and  other  provisions. 

(e)  The  Funding  Available  for  Loss  on  Disposal  of  Capital  Assets  is  equal  to  the  actual  loss  on  disposal  of  capital  assets. 

(0  Funding  Available  for  the  year  ended  March  31,1 996  differs  between  these  financial  statements  and  the  1 997-98  Govern- 
ment Estimates.  The  Funding  Available  in  these  financial  statements  is  calculated  such  that  the  Department's  funding 
surplus/deficit  is  the  difference  between  the  voted  operating  expenses  and  actual  expenses  made  under  that  voted  author- 
ity. 


Schedule  4 

EXPENSES  DETAILED  BY  OBJECT 


In  thousands 

1 99- 

1996 

Budget 

Actual 

Actual 

Salaries,  Wages  and  Employee  Benefits  (Schedule  6) 

S  17,924 

S  16,442 

S  18,575 

Supplies  and  Serv  ices 

13,107 

13,975 

14,173 

Grants 

150 

86 

73 

Pension  Liability  Funding 

131.600 

129,228 

139.996 

Corporate  Tax  Interest  Refunds 

13.000 

16,343 

22,203 

Debt  Serv  icing  Costs 

1,470.000 

1,337,017 

1.567.958 

Other  Financial  Transactions 

17,535 

16.261 

20,741 

Amortization  of  Capital  Assets 

1.151 

1.061 

1,291 

Loss  on  Disposal  of  Capital  Assets 

273 

Valuation  Adjustments  and  Other  Provisions 

355,000 

(378.905) 

(141.531) 

Total  Gross  Expenses 

2.019.467 

1.151,508 

1.643,752 

Dedicated  Revenue  (Schedule  2) 

(1.037) 

(1.037) 

(1.074) 

Total  Net  Expenses 

$  2.0IS.430 

S  1.150,471 

S  1.642.678 

PURCHASE  OF  CAPITAL  ASSETS  BY  TYPE 


Equipment 

Computer  Hardware  and  Software 


In  thousands 


1997 


Budget 


1.856 
S  1.856 


Actual 

S  139 
1.556 
S  1 ,695 


1996 


Actual 


484 
S  484 
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Schedule  6 

SALARY  AND  BENEFITS  DISCLOSURE  01 

1997   1996 


Number  of 

Benefits  & 

Number  of 

Individuals (2> 

Salary  01 

(41 

Allowances 

Total 

Individuals 

Total ,5) 

Senior  Officials 

Deputy  Provincial  Treasurer mT) 

1 

$  59,856 

S  8,804 

$  68,660 

S 

Deputy  Provincial  Treasurer 

-  Budget  and  Management (6X7) 

1 

50,244 

6,072 

56,316 

1 

124,049 

Deputy  Provincial  Treasurer 

-  Finance  and  Revenue  am<>) 

1 

51,458 

44,429 

95,887 

1 

129,383 

Controller (W" 

1 

91,628 

12,849 

104,477 

1 

113,416 

Executives 

Assistant  Deputy  Provincial  Treasurer 

-  Revenue (,) 

1 

84,015 

14,345 

98,360 

1 

107,355 

Assistant  Deputy  Provincial  Treasurer 

-  Budget  and  Fiscal  Policy  "0I 

- 

- 

- 

1 

48,188 

Assistant  Deputy  Provincial  Treasurer 

-  Treasury  Operations {<>* 

1 

41,502 

10,973 

52,475 

- 

Executive  Director 

-  Finance  Planning  and  Analysis  (9X':) 

1 

39353 

6,491 

45,844 

1 

101,301 

Chief  Investment  Officer (9) 

1 

100,697 

14,971 

115,668 

1 

109,831 

Other  Managers 

(average  1997  568,302;  1996S68.231) 

135 

7,521,639 

1,699,187 

9,220,826 

136 

9,279.477 

Other  Full-Time  Staff 

Professional,  Technical 

(average  199/  i43,94U,  199o  S45,o54) 

1  1  a 

4,579,652 

841,324 

5,420,976 

140 

6,419,623 

Administrative  Support 

(average  1997  S3 1,094;  1996  $28,826) 

161 

4  71?  ~KAQ 

7Q1  Of.C 

ly  j.oOj 

«  nfifi  -> 1  a 

J,UUO,Z  I  H 

1  O  J 

Wage  Staff 

732,741 

51,274 

784,015 

692,969 

17,565,134 

3,504,584 

21,069,718 

22.458,446 

Boards,  Commissions  or  Advisory  Councils 

Automobile  Insurance  Board 

4 

20,512 

- 

20,512 

4 

16,359 

Insurance  Appeal  Board  ""' 

7 

4,226 

4.226 

5 

2,507 

24,738 

24,738 

18,866 

S17.589.872 

$3,504,584 

21,094,456 

22,477.312 

Less  paid  by  the  Treasury  Revolving  Fund 

(4,632,737) 

(4,692,295' 

Add  pre-incorporation  salaries  and  benefits  of  the 

Alberta  Securities  Commission 

762.216 

Other,  including  rounding 

(19,719) 

27,767 

S  16.442,000 

S  18.575,000 

The  following  entities  are  part  of  the  Ministry  of  Treasury,  however,  they  are  not  included  in  the  salary  disclosure  of  the  Department.  Separate  disclosures  are  provided. 
Provincial  Agencies: 

Alberta  Securities  Commission 

Alberta  Pensions  Administration  Corporation 

Alberta  Insurance  Council 
Commercial  Enterprises: 

Credit  Union  Deposit  Guarantee  Corporation 

Treasury  Branches  Deposits  Fund 

Average  number  of  individuals  employed  during  the  year. 

Salaries  include  regular  base  pay,  overtime,  lump  sum  payments,  honoraria  and  other  direct  cash  remuneration. 

Benefits  and  allowances  include  the  employer's  share  of  benefits  provided,  including  pensions,  health  care,  dental,  group  life  insurance,  long-term  disability  plans, 
workers'  compensation,  payments  in  lieu  of  vacation  earned  but  not  taken,  professional  memberships  and  tuition. 

The  1996  total  includes  Productivity  Plus  awards. 

Automobile  provided,  no  amount  included  in  benefits  and  allowances  figure. 

Effective  September  16,  1996,  the  responsibilities  of  the  Deputy  Prov  incial  Treasurer  -  Budget  and  Management  and  the  Deputy  Provincial  Treasurer  -  Finance  and 
Revenue  were  combined  under  the  Deputy  Provincial  Treasurer. 

Salary  includes  a  cash  payment  in  lieu  of  an  automobile. 
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Schedule  6  (continued) 


SALARY  AND  BENEFITS  DISCLOSURE  (continued) 


(101 

(M) 
(12) 


Benefits  and  allowances  include  vacation  payouts  to  individuals  separately  identified  as  follows:  Deputy  Prov  incial  Treasurer.  Finance  and  Revenue  1997  - 
S38.07I  (1996  -  S2.I09),  Controller  1997  -  NIL  (1996  -  $1,755),  Assistant  Deputy  Provincial  Treasurer,  Revenue  1997  -  NIL  (1996  -  S3.282).  Chief 
Investment  Officer  1997  -  NIL  (1996  -  S1.7I9).  Executive  Director  -  Finance  Planning  and  Analysis  1997  -  NIL  (1996  -  S3.074)  and  Assistant  Deputy 
Provincial  Treasurer  -  Treasury  Operations  1997  -  S3, 242  (1996  -  NIL). 

The  1996  figure  represents  five  months  of  salary  and  benefits. 

Effective  October  1,  1996.  the  Executive  Director  -  Finance  Planning  and  Analysis  position  was  abolished. 
Number  of  board  members  represents  those  sitting  on  various  appeal  panels  throughout  the  year. 


Schedule  7 


VALUATION  ADJUSTMENTS  AND  OTHER  PROVISIONS 


In  thousands 


1997 


1996 


Pension  provisions: 

Interest  on  the  Department's  liability,  net  of  amortization 
of  long-term  gains 

Immediate  recognition  of  short-term  gains 
Provision  for  doubtful  accounts  and  loans 
Provision  for  settlement  with  Principal  Group  noteholders 
Provision  for  guarantees  and  indemnities 
Provision  for  employee  benefits  other  than  pensions 
Provision  for  loans  and  advances  repayable  from  future  appropriations 
Provision  for  deficits  of  Provincial  corporations 

and  regulated  funds 


Budcet 


S  320,000 


30.000 


5.000 


.000 


ACCOUNTS  AND  ACCRUED  INTEREST  RECEIVABLE 


Personal  income  tax 
Fuel  tax 

Alberta  Government  Telephones  Commission 
Alberta  Heritage  Savings  Trust  Fund 
Accrued  interest  receivable 
Insurance  corporations  tax 
Tobacco  tax 

Financial  institutions  capital  lax 

Forward  contracts 

Other 

Less  Allowance  for  doubtful  accounts 


LOANS  AND  ADVANCES  TO  GOVERNMENT  ENTITIES 


Ad\  ances  to  departments 

Alberta  Social  Houiing  Corporation 

Advances  to  revolving  funds 

Alberta  Opportunity  Company 

Agriculture  Financial  Semces  Corporation 

Public  Trustee 

Alberta  School  Foundation  Fund 


Expenses 

Expenses 

S  49.517 

S 

(418,158) 

27,578 

15.302 

15,000 

(258) 

17,531 

(2.286) 

(1.582) 

(15,327) 

(11.737) 

(34.971) 

(161.045) 

S  (378.905) 

S  1 141.531 1 

In  thousands 

1996 

S  300.428 

S  281.022 

65.804 

(14.9T1) 

54.152 

39.012 

47.447 

21.327 

24,678 

31.196 

21.672 

20.673 

17,528 

1 1.249 

1  1 ,994 

4.000 

10,797 

5.564 

37,310 

31.866 

591,810 

430.938 

9,461 

8.494 

S  582.349 

S  422.444 

In  thousands 

1997 

1996 

S  103,920 

S  132.139 

87.306 

86.310 

66,598 

99.176 

42,120 

26.578 

24,421 

32.64" 

225 

24 

214.000 

S  124.590 

S  5^0. K~4 

Schedule  8 
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Schedule  10 

OTHER  LOANS,  ADVANCES  AND  INVESTMENTS 

In  thousands 


1997 

1996 

Loans  and  advances: 

Farm  Credit  Stability  Act 

$687,387 

S  969,847 

Centennial  Food  Corporation 

14,550 

14,900 

Pratt  &  Whitney  Canada  Ltd.  (a) 

9,460 

- 

Board  of  Governors  of  the  University  of  Alberta 

3,697 

3,905 

Advances  under  the  Municipal  Land  Loans  Act  -  cities 

2,878 

3,639 

University  of  Calgary  Students'  Union 

1,746 

1,970 

Small  Business  Term  Assistance  Act 

1,588 

12,417 

University  of  Lethbridge  Students'  Union 

1,588 

1,774 

Canadian  Western  Bank 

1,303 

911 

Accountable  advances 

1,034 

2,280 

University  of  Alberta  Students'  Union 

664 

863 

Implemented  guarantees  and  indemnities 

555 

1,021 

Judgement  debts 

493 

656 

Loans  to  municipalities 

441 

591 

727,384 

1,014,774 

I             A  1  Iau/9 npf*  frir  Hrti i Kt fi i  1  lA^nc  anH  arluan^pc 
LL-NV    AVI  1U  W  Jl  1LC  1UI  UUUUUUl  lUUHb  JIIU  tlUVallLLo 

8,100 

8,886 

719,284 

1,005,888 

Investments: 

Alberta  Intermodal  Services  Ltd.  (b) 

2,118 

Alberta  Genetics  Inc.  (b) 

500 

New  Noble  Services  Ltd.  (b) 

186 

Alberta  Municipal  Financing  Corporation 

45 

45 

2,849 

45 

5  722,133 

S  1,005,933 

(a)  Transferred  from  the  Department  of  Economic  Development  and  Tourism  during  the  1 996-97  fiscal  year  at  book  value. 
Advances  to  departments  in  Loans  and  Advances  to  Government  Entities  was  reduced  by  an  equivalent  amount. 

(b)  Transferred  from  the  Department  of  Economic  Development  and  Tourism  during  the  1996-97  fiscal  year  at  book  value. 
Due  from  General  Revenues  was  reduced  by  an  equivalent  amount. 


Schedule  1 1 

CAPITAL  ASSETS 

In  thousands 


199" 

1996 

Estimated 

Accumulated 

Net  Book 

Net  Book 

Useful  Life 

Cost 

Amortization 

Value 

Value 

Equipment 

1 0  years 

S  391 

$  235 

$  156 

$  27 

Computer  hardware  and  software 

5  years 

18,239 

16.303 

1,936 

1,431 

S  18,630 

$  16,538 

$  2,092 

$  1,458 

Schedule  12 

ACCOUNTS  AND  ACCRUED  INTEREST  PAYABLE 


In  thousands 

1997 

1996 

Accrued  interest  on  unmatured  debt 

S  334,905 

5  336,257 

Government  of  Canada: 

Payroll  deductions 

20,323 

34,983 

GST  payable 

1,697 

1.441 

Lesser  Slave  Lake  project  loans 

199 

564 

Advances  from  departments 

4,481 

1.967 

Alberta  Social  Housing  Corporation 

2,817 

3,048 

Other 

24,756 

17,499 

$  389,178 

$  395,759 
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Schedule  1  3 

l  \MATL  RED  DEBT 
(currency  amounts  in  thousands) 


1997   1996 


Effective 

Modified 

Rate 

Duration 

Fair 

Book 

Fair 

Book 

(a)(b)(c) 

(d) 

Value  (a) 

Value  (a) 

Value  (a) 

Value  (a) 

% 

yrs. 

Canadian  dollar  debt  and  fully 

hedged  foreign  currency  debt: 

Floating  rate  and  short-term 

fixed  rale  debt  (e) 

5.46 

0.41 

S  4.300,000 

S  4.196,746 

S  5.635,000 

S  5.592.947 

Fixed  rate  long-term  debt  (0 

8.09 

4  11 

6.684.000 

6.192,669 

7.829,000 

7.41 1.396 

7.03 

2.66 

10.984.000 

10.389.415 

13.464.000 

13.004.343 

Unhedged  U.S.  dollar  debt: 

Floating  rate  and  short-term 

fixed  rate  debt  (e) 

6.14 

0.32 

2,176.000 

2,091.738 

1,835,000 

1,710.204 

Fixed  rate  long-term  debt 

7.59 

3.16 

3.227,000 

2.935.1  14 

3.693.000 

3.292.159 

7.00 

2  02 

5.403.000 

5.026.852 

5.528.000 

5.002.363 

Total  unmatured  debt 

7.02 

2.45 

S  16.387.000 

S  15.416.267 

S  18.992.000 

S  18.006.706 

(a)  Book  value  represents  the  amount  the  Department  owes.  Fair  value  is  an  approximation  of  market  value  to  the  holder. 
The  book  value,  fair  value  and  effective  rate  include  the  effect  of  interest  rate  and  currency  rate  swaps.  For  non- 
marketable  issues,  the  effective  rate  and  fair  value  are  determined  by  reference  to  yield  curves  for  comparable  quoted 
issues. 


(b)  Effective  rates  on  unhedged  U.S.  dollar  debt  are  on  debt  stated  in  U.S.  dollars. 

(c)  Effectiv  e  rate  on  total  unmatured  debt  is  on  debt  inclusiv  e  of  deferred  exchange  losses  on  unhedged  U.S.  dollar  debt. 

(d)  Modified  duration  is  the  weighted  average  term  to  maturity  of  the  security's  cash  flows  (i.e.,  interest  and  principal)  and  is 
a  measure  of  price  volatility;  the  greater  the  modified  duration  of  a  bond,  the  greater  its  percentage  price  volatility. 

(e)  Floating  rate  debt  includes  short-term  debt,  term  debt  w  ith  less  than  one  year  remaining  to  maturity,  and  term  debt  with 
interest  rate  reset  w  ithin  a  year. 

(0     Canadian  dollar  fixed  rate  debt  includes  S679.0OO  ( 1 996  $679,000)  held  by  the  Canada  Pension  Plan  Investment  Fund. 


Debt  principal  repayment  requirements  in  each  of  the  next  five  years,  including  short-term  debt  maturing  in  1 997-98.  are  as  fol- 
lows: 


1997-  98  S3.032.000  (includes  U.S.  S  373,000  unhedged) 

1998-  99  S2.867.000  (includes  U.S.  SI ,140,000  unhedged) 

1999-  00  S2. 1 35,000  (includes  U.S.  S  402,000  unhedged) 

2000-  01  S2.024.000  (includes  U.S.  S  800,000  unhedeed) 

2001-  02  S  957,000  (includes  U.S.  S     76.000  unhedged) 


Some  of  the  debt  has  call  prov  isions.  Years  to  maturity  reflect  original  maturity  date  and  not  early  call  date.  Debt  w  ith  call  pro- 
visions  occurring  in  under  one  year  is  SI 42,000,  and  in  one  to  five  years  is  S574,000. 

Derivative  financial  instruments 

The  Department  uses  interest  rate  swaps  and  currency  rate  swaps  and  contracts  to  manage  the  interest  rate  risk  and  currency 
exposure  associated  w  ith  unmatured  debt.  In  addition,  forw  ard  interest  rate  agreements  are  used  to  manage  interest  rate  expo- 
sure in  the  short  term.  Associated  with  these  instruments  are  credit  risks  that  could  expose  the  Department  to  potential  losses. 
Credit  risk  relates  to  the  possibility  that  a  loss  may  occur  from  the  failure  of  another  party  to  perform  according  to  the  terms  of  a 
contract.  Credit  exposure  to  counterparties  is  a  fraction  of  the  notional  principal  amount,  as  show  n  in  the  table  below.  The 
Department  minimizes  its  credit  risk  associated  w  ith  these  contracts  by  dealing  with  only  the  most  credit  worthy  counterparties. 

Interest  rate  swaps  involve  the  exchange  of  a  series  of  interest  payments,  either  at  a  fixed  or  floating  rate,  based  upon  a  contrac- 
tual or  notional  principal  amount.  A  swap  agreement  based  upon  a  notional  amount  involves  no  exchange  of  underlying  princi- 
pal. The  notional  amount  serves  as  the  basis  for  determining  the  exchange  of  interest  payments.  At  March  31,1 997,  interest  rate 
sw  ap  agreements  were  being  used  primarily  to  convert  fixed  interest  rate  payments  to  floating  rates. 

Forward  interest  rate  agreements  determine  an  interest  rate  to  be  paid  or  received  on  a  notional  amount  beginning  at  a  future 
date. 

Cun-ency  rate  swaps  including  foreign  exchange  contracts  involv  e  an  agreement  to  exchange  United  States  dollars  and  other 
currencies  into  Canadian  and  United  States  dollars  at  an  agreed  upon  rate  and  on  an  agreed  settlement  date. 


Cross  currency  interest  rate  sw  aps  involve  both  the  sw  apping  of  interest  rates  and  currencies. 
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Schedule  13  (continued) 


UNMATURED  DEBT  (continued) 
(currency  amounts  in  thousands) 


The  following  table  summarizes  the  Department's  derivative  portfolio  and  related  credit  exposure: 

Notional  amount:  represents  the  amount  to  which  a  rate  or  price  is  applied  in  order  to  calculate  the  exchange  of  cash  flows. 

Replacement  cost:  represents  the  cost  of  replacing,  at  current  market  rates,  the  net  counterparty  exposures  which  have  a  posi- 
tive fair  value. 

 1997    1996  

Notional  Replacement  Notional  Replacement 

Amount  Cost  Amount  Cost 


Interest  rate  swaps                                           5  1,790,000  $    142,000  5  1,730,000  S  24,000 

Cross  currency  interest  rate  swaps  2,373,000  37,000  1,370,000  71,000 
Currency  rate  swaps  including  foreign 

exchange  contracts  (stated  in  Canadian  dollars)          36,000  4,000  941,000  102,000 

5  4,199,000  S    183,000  5  4,041,000  5  197,000 


Schedule  14 

PENSION  OBLIGATIONS 
(currency  amounts  in  thousands) 

Pension  obligations  are  based  upon  actuarial  valuations  performed  at  least  triennially  using  the  projected  benefit  method  pro- 
rated on  services.  The  assumptions  used  in  the  valuations  were  adopted  after  consultation  between  the  pension  plan  boards,  the 
gov  emment  and  the  actuaries,  depending  on  the  plan,  and  represent  best  estimates  of  future  events.  Each  plan's  future  experi- 
ence will  inevitably  vary,  perhaps  significantly,  from  the  assumptions.  Any  differences  between  the  actuarial  assumptions  and 
future  experience  will  emerge  as  gains  or  losses  in  future  valuations.  Gains  and  losses  which  relate  to  the  long  term  are  amor- 
tized over  the  expected  average  remaining  service  lives  of  the  related  employee  groups.  Gains  and  losses  for  which  there  is  rea- 
sonable assurance  regarding  their  measurement  and  realization  are  recognized  in  income  immediately,  which,  for  1996-97. 
resulted  from  the  recording  of  the  effect  of  plan  curtailments. 

The  valuations  were  based  upon  economic  assumptions,  including  a  long-term  rate  of  return  on  pension  plan  fund  assets  of  4  per 
cent  over  the  level  of  price  inflation.  The  rate  was  based  upon  a  long-term  rate  of  return  of  8.5  per  cent  per  annum  and  price 
inflation  of  4.5  percent  for  the  Teachers'  plan,  8  percent  and  4  percent  respectively  for  Universities  Academic,  Local  Authori- 
ties, Special  Forces,  Management  Employees  and  Public  Sen-ice  Management  (Closed  Membership)  plans,  and  7.5  per  cent 
and  3.5  per  cent  respectively  for  the  Public  Service  plan.  Demographic  assumptions  used  in  the  valuations  reflect  the  experi- 
ence of  the  plans. 

The  latest  actuarial  valuations  were  performed  as  at  December  31,1 996  for  Universities  Academic,  as  at  December  31,1 995  for 
Local  Authorities,  Special  Forces,  and  Public  Service,  as  at  December  31,  1994  for  Management  Employees,  Public  Serv  ice 
Management  (Closed  Membership),  and  Members  of  the  Legislative  Assembly,  and  as  at  August  31,  1995  for  the  Teachers' 
plan.  These  actuarial  valuations  indicated  a  deficiency  of  net  assets  over  actuarial  present  value  of  accrued  benefits.  Including 
deferred  adjustments,  these  unfunded  liabilities  were  extrapolated  to  March  31,  1997. 

A  separate  pension  plan  fund  is  maintained  for  each  pension  plan  except  for  the  Members  of  the  Legislative  Assembly  plan. 
Pension  plan  fund  assets  are  invested  in  both  marketable  investments  of  organizations  external  to  the  government  and  in  Prov- 
ince of  Alberta  bonds  and  promissory  notes. 


Obligations  to  pension  plans  for  employees  of  organizations 
outside  the  government  reporting  entity: 
Teachers'  Pension  Plan  (a) 
Universities  Academic  Pension  Plan  (b) 
Local  Authorities  Pension  Plan  (b) 
Special  Forces  Pension  Plan  (b) 

Obligations  to  pension  plans  for  current  and  former 
employees  and  Members  of  the  Legislative  Assembly: 
Public  Serv  ice  Management  (Closed  Membership) 

Pension  Plan  (c) 
Public  Service  Pension  Plan  (c) 
Management  Employees  Pension  Plan  (c) 
Members  of  the  Legislative  Assembly  Pension  Plan  (d) 


1997 


5  3,665,552 
96,949 
83,837 
38,753 
3.885,091 


659,898 
280,000 
87,412 
56,958 
1.084.268 
5  4,969,359 


1996 


5  3,464,000 
185,000 
246,000 
92,000 
3,987.000 


654,000 
532.000 
109,000 
56,000 
1,351,000 
5  5,338,000 
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Schedule  14  (continued) 

PENSION  OBLIGATIONS  (continued) 
(currency  amounts  in  thousands) 

(a)  The  Alberta  Teachers'  Retirement  Fund  Board  is  a  trustee  and  administrator  of  the  Teachers'  Pension  Plan.  The  Alberta 
Teachers'  Retirement  Fund  Board  operates  under  the  authority  of  the  Teachers"  Pension  Plans  Act.  The  Act  requires  all 
teachers  under  contract  w  ith  public  and  separate  school  jurisdictions  in  Alberta  to  contribute  to  the  Teachers'  Pension 
Plan. 

Under  the  Teachers'  Pension  Plans  Act.  the  unfunded  liability  for  serv  ice  credited  prior  to  September  I,  1992  is  being 
financed  by  additional  contributions  in  the  ratio  of  67.35  per  cent  by  the  Department  and  32.65  per  cent  by  the  teachers 
over  the  period  ending  August  3 1, 2060.  In  addition,  for  service  after  August  1992.  the  Province  funds  50  percent  of  any 
current  serv  ice  costs  and  related  actuarial  adjustments,  including  certain  cost-of-living  benefits. 

The  Act  provides  that  payment  of  all  benefits  prior  to  September  I,  1992  is  guaranteed  by  the  Province. 

(b)  Under  the  Public  Sector  Pension  Plans  Act.  the  Department  has  obligations  for  payment  of  additional  contributions  under 
defined  benefit  pension  plans  for  employees  of  local  authorities  and  post-secondary  educational  institutions.  The  three 
plans  are  the  Universities  Academic,  Local  Authorities  and  Special  Forces  pension  plans. 

For  Univ  ersities  Academic,  the  unfunded  liability  for  serv  ice  credited  prior  to  January  1 ,  1992  is  being  financed  by  addi- 
tional contributions  of  1 .25  per  cent  of  pensionable  salaries  by  the  Department,  and  such  percentages  by  employers  and 
employees  as  will  fund  equally  the  remaining  amount  as  determined  by  the  plan  valuation,  over  the  period  ending  on  or 
before  December  31,  2043.  Current  serv  ice  costs  are  funded  by  employers  and  employees. 

For  Local  Authorities,  the  unfunded  liability  for  sen  ice  credited  prior  to  January  1 ,  1 992  is  being  financed  by  additional 
contributions  in  the  ratio  of  30  percent  b\  the  Department  and  35  percent  each  by  employers  and  employees,  over  the  pe- 
riod ending  on  or  before  December  31,  2036.  Current  serv  ice  costs  are  funded  by  employers  and  employees. 

For  Special  Forces,  the  unfunded  liability  for  sen  ice  credited  prior  to  January  1, 1992  is  being  financed  by  additional  con- 
tributions in  the  ratio  of  45.45  per  cent  by  the  Department  and  27.27  per  cent  each  by  employers  and  employees.  o\  er  the 
period  ending  on  or  before  December  3 1 ,  2036.  Current  sen  ice  costs  are  funded  by  employers  and  employees.  The  Act 
provides  that  payment  of  all  benefits  arising  from  pensionable  sen  ice  prior  to  1 994,  excluding  post- 1 99 1  COLA  benefits, 
is  guaranteed  by  the  Province. 

(c)  The  Province  administers  three  defined  benefit  pension  plans  for  substantially  all  of  its  employees.  The  three  plans  are  the 
Public  Sen  ice.  Management  Employees  and  the  Public  Sen  ice  Management  (Closed  Membership)  pension  plans.  An 
employee  can  be  a  member  of  only  one  plan  at  a  time. 

For  Public  Sen  ice.  the  unfunded  liability  for  sen  ice  credited  prior  to  January  1 ,  1992  is  being  financed  by  additional  con- 
tributions in  the  ratio  of  62.5  per  cent  by  the  Department  and  18.75  per  cent  each  by  employers  and  employees,  over  the 
period  ending  on  or  before  December  31,  2036.  Current  sen-ice  costs  are  funded  by  employers  and  employees. 

For  Management  Employees,  the  unfunded  liability  for  sen  ice  credited  prior  to  January  1,  1992  is  being  financed  by 
additional  contributions  of  0.75  per  cent  for  employees  and  such  percentages  by  employers  as  will  be  required  to  elimi- 
nate the  unfunded  liability  ov  er  the  period  ending  on  or  before  December  31.  2043.  Current  sen  ice  costs  are  funded  by 
employers  and  employees. 

The  Public  Sen  ice  Management  (Closed  Membership)  pension  plan  provides  benefits  to  former  members  of  the  Public 
Sen  ice  Management  pension  plan  who  retired  before  August  1,  1992.  After  all  assets  in  the  plan  are  exhausted,  all  bene- 
fits under  the  plan  w  ill  be  paid  by  the  Department. 

(d)  The  Department  has  a  liability  for  payment  of  pension  benefits  under  a  defined  benefit  pension  plan  for  Members  of  the 
Legislative  Assembly.  Active  participation  in  this  plan  was  terminated  as  of  June  1993,  and  no  benefits  can  be  earned  for 
semce  after  this  date. 
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OTHER  ACCRUED  LIABILITIES 
(ainencv  amounts  in  thousands) 


1997  1996 


Guarantees  and  indemnities: 

Credit  union  assistance  (a)                                                                            S  123.828  S  139.340 

Debt  of  government  entities  (Schedule  16)                                                             1 0.7-43  1 7.927 

Other  (Schedule  17)                                                                                       33,442  24.079 

168.013  181,346 

Vacation  entitlements,  long-term  disability  benefits  and 

Workers'  Compensation  Board  liabilities                                                          1 87,950  1 90,236 
Settlement  with  Principal  Group  noteholders                                                           1 5,000 
Deficit  of  Alberta  Risk  Management  Fund  repayable  from  future  appropriations  6,107 

Deficiency  in  N.A.  Properties  ( 1 994)  Ltd.                                                                  5.239  8.274 

S  382.309  S  379.856 


Schedule  15 


(a)  The  Department  has  agTeed  to  indemnify  and  fund  interest  to  the  extent  necessary  on  5335,000  of  debentures  issued  by 
S  C  Financial  Ltd.  to  credit  unions  in  exchange  for  stabilization  preferred  shares  of  the  credit  unions.  The  indemnity  will 
expire  on  October  3 1 ,  20 1 0. 


Schedule  16 

GUARANTEED  DEBT  OF  GOVERNMENT  ENTITIES 
(currency  amounts  in  thousands) 

Held  by 
Alberta 


Held  by 

Heritage 

Department 

Savings 

Held  by 

Total 

Total 

of  Treasury 

Trust  Fund 

Others 

1947 

1996 

Debentures: 

Alberta  Municipal  Financing  Corporation 

S 

S  140,000 

5  4,428,863 

S  4,568.863 

S  4,785,548 

Alberta  Social  Housing  Corporation 

903,645 

101,508 

1,005,153 

1,079,063 

Alberta  Government  Telephones  Commission 

600,000 

600,000 

800.000 

1.043.645 

5,130,371 

6,174.016 

6.664.61 1 

Deposits: 

Treasury  Branches  Deposits  Fund 

209,085 

8,199,108 

8,408,193 

8,678,630 

Bank  Loans  and  other  Liabilities: 

Alberta  Social  Housing  Corporation 

9,863 

9,863 

N.A.  Properties  (1994)  Ltd. 

8,586 

8,586 

24,025 

475342  Alberta  Ltd. 

2.217 

2.217 

1,530 

20,666 

20.666 

25.555 

209,085 

1,043,645 

13,350,145 

14,602,875 

15,368,796 

Less:  Estimated  liability  (Schedule  1 5) 

10,743 

10,743 

17,927 

5  209,085 

5  1,043,645 

S  I  3.339.402 

5  14.592.132 

S  15.350,869 

Guarantees  include  principal  borrowings  only  and  exclude  guaranteed  interest,  the  amount  of  which  is  not  determinable. 


The  net  asset  positions  from  the  most  recent  financial  statements  of  government  entities  with  guaranteed  liabilities  are  reported 
below. 

Date  Position 


Entity 

Alberta  Municipal  Financing  Corporation 
Alberta  Social  Housing  Corporation 


December  31,1 996  Shareholders'  equity 
March  3 1,1997  Deficit 


Alberta  Government  Telephones  Commission  (a)    December  31,1 996 


Treasury  Branches  Deposits  Fund 
N.A.  Properties  (1994)  Ltd. 


March  31,  1997 
March  31,  1997 


Deficit 

Shareholder's  deficiency 


1997 
5  312,211 
5  (94,445) 


5  (151,978) 
S  (5,239) 


1996 


5  343,125 
S  (109,349) 

J  - 

5  (27,648) 
S  (8.274) 


(a)    Includes  its  wholly-owned  subsidiary,  475342  Alberta  Ltd. 
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OTHER  GUARANTEES  AND  INDEMNITIES  (a) 
Icurrencv  amounts  in  thousands) 


Guarantees: 

Farm  Credit  Stability  Act  (b) 

Alberta  Newsprint  Funding  Corporation 

Feeder  associations 

Canadian  Airlines  International  Ltd. 

Kananaskis  Alpine  Resort  Inc. 

Agricultural  Societies  Act  (b) 

Rural  utilities  loans 

Centre  for  Frontier  Engineering  Research 

Pocaterra  Development  Corporation 

Small  Business  Term  Assistance  Act 

University  of  Calgary 

Skimmer  Oil  Separators  Ltd. 

North  Saskatchewan  River  Boat  Ltd. 

Banff  Centre  for  Continuing  Education 

Export  program 

AEC  Power  Limited 

University  of  Lethbridge 

Other 

Indemnities: 

Canadian  Western  Bank  (d) 


Less:  Estimated  liability  (Schedule  15) 


Schedule  1  7 


Expiry 


1096 

Date 

S  698.170 

S  1.013.271 

201  1 

135.818 

164.680 

2004 

50.753 

54.370 

Ongoing 

12.099 

20,833 

2001 

7.654 

7,905 

2013 

6.903 

14.243 

2015 

3.583 

3.527 

Ongoing 

3.407 

3.631 

2005 

2.031 

2.080 

2014 

1 ,62 1 

i  t  noA 
1  1  .VfiV 

(c) 

1.453 

1,497 

2016 

1.330 

1.364 

(c) 

1.307 

1.193 

(c) 

1.187 

1,253 

2014 

665 

3,509 

(O 

103,629 

(c) 

974 

(CI 

584 

(c) 

927.981 

1.410,532 

7.500 

15.000 

1997 

935,481 

1,425.532 

33.442 

24.079 

S  902.039 

S  1,401.453 

(a)  Authorized  loan  guarantee  limits  are  shown  below  where  applicable.  Where  authorized  loan  guarantee  limits  are  not 
noted,  the  authorized  limits  decline  as  guaranteed  or  indemnified  loans  are  repaid. 

No  new  program  guarantees  are  being  issued  under  the  follow  ing  programs  or  Acts:  Alberta  family  first  home  program, 
export  program.  Small  Business  Term  Assistance  Act,  Alberta  capital  loan  program,  and  Farm  Credit  Stability  Act.  The 
final  claims  under  the  Alberta  family  first  home  program  were  paid  in  1996-97. 

Guarantee  programs  under  the  following  Acts  are  ongoing: 

•  Agricultural  Societies  Act  (authorized  guarantee  limit  set  by  statute  is  S50.000  -  no  guarantees  were  given  under  this 
program  during  1996-97) 

•  Feeder  Associations  Guarantee  Act  (authorized  guarantee  limit  set  by  Order  in  Council  is  S55.000) 

•  Rural  Utilities  Act 

•  Irrigation  Act  (no  guarantees  w  ere  gi\en  under  this  program  during  1996-97  and  none  are  outstanding  at  March  31, 
1997) 

The  lender  takes  appropriate  security  prior  to  issuing  a  loan  to  the  borrow  er  which  is  guaranteed  by  the  Prov  ince.  The 
security  taken  depends  on  the  nature  of  the  loan.  Interest  rates  are  negotiated  with  the  lender  by  the  borrower  and  typically 
range  from  prime  to  prime  plus  tw  o  per  cent. 

Reported  indemnities  are  restricted  to  those  relating  to  loans  or  other  financial  instruments. 

(b)  The  expiry  date  shown  is  the  latest  expiry-  date  for  guaranteed  loans  under  the  program. 

(c)  Loans  hav  e  expired,  are  in  the  process  of  realization  of  security,  or  guarantees  are  paid  out. 

(d)  Pursuant  to  O.C.  562/94  respecting  the  sale  of  North  West  Trust  Company,  the  Province  issued  a  S 1 5  million  loan  loss  and 
environmental  indemnity  to  Canadian  Western  Bank  (CWB),  which  reduced  to  $7.5  million  after  December  31,1 996. 
The  environmental  indemnity  expired  December  31,1 995  and  the  loan  loss  indemnity  expires  December  31,  1 997.  The 
Province  indemnifies  CWB  for  non-recovery  of  a  specific  loan,  and  for  out-of-pocket  expenses  or  judgements  related  to 
that  loan  including  interest  calculated  on  the  outstanding  balance  at  CWB's  prime  less  one-quarter  of  one  per  cent. 
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TREASURY  REVOLVING  FUND 
FINANCIAL  STATEMENTS 
MARCH  31,  1997 

Auditor's  Report 
Balance  Sheet 

Statement  of  Income  and  Retained  Earnings 
Statement  of  Changes  in  Financial  Position 
Notes  to  the  Financial  Statements 


AUDITOR'S  REPORT 

To  the  Provincial  Treasurer 

I  have  audited  the  balance  sheet  of  the  Treasury  Revolving  Fund  as  at  March  31,  1997  and  the 
statements  of  income  and  retained  earnings  and  changes  in  financial  position  for  the  year  then  ended. 
These  financial  statements  are  the  responsibility  of  the  Fund's  management.  My  responsibility  is  to 
express  an  opinion  on  these  financial  statements  based  on  my  audit. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement  presentation. 

In  my  opinion,  these  financial  statements  present  fairly,  in  all  material  respects,  the  financial  position 
of  the  Fund  as  at  March  31,  1997  and  the  results  of  its  operations  and  the  changes  in  its  financial 
position  for  the  year  then  ended  in  accordance  with  the  disclosed  basis  of  accounting  as  described  in 
Note  2  to  the  financial  statements. 


Edmonton,  Alberta 
May  28,  1-997 


Peter  Valentine,  FCA 
Auditor  General 
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TREASURY  REVOLVING  FUND 
BALANCE  SHEET 
MARCH  31,  1997 

1997 

1996 

C  urrent: 

LUUIHrt  ILvtlVillHt  ^  >  vie  .'j 

ASSETS 

S  2.891.343 

s 

2.438.987 

Capital  assets,  al  cost  (Note  4 ) 
Less  accumulated  amortization 

267.042 
184.363 

267.042 
1  12,914 

82.679 

154,128 

S  2.974.022 

S 

2.593.1  15 

LIABILITIES  AND  RETAINED  EARNINGS 

Liabilities: 

Accounts  payable 

Advances  from  the  General  Revenue  Fund 

S  548.512 
2.039.894 

S 

524,535 
1.974.172 

Retained  earnings 

2.588.406 
385.616 

2,498,707 
94.408 

S  2,974.022 

s 

2.593.1  15 

The  accompanying  notes  are  part  of  these 
financial  statemenis. 


TREASURY  REVOLVING  FUND 
STATEMENT  OF  INCOME  AND  RETAINED  EARNINGS 
FOR  THE  YEAR  ENDED  MARCH  31,  1997 


1997 


1996 


Sen  ice  revenue: 

Transfers  from  Pro\  ince  of  Alberta  funds  and  agencies: 

Cash,  banking  and  securities  administration 

Investment  management 

Risk  management  and  insurance 

Crovvn  debt  collections 

Corporate  management 

Payroll  and  accounts  payable 
Other 

Total  revenue 
Expenses: 

Salaries,  wages  and  benefits  (Note  2(a)) 

Debt  sen  ice  and  other  bank  charges 

Data  processing 

Other  services 

Materials  and  supplies 

Travel,  freight  and  communication 

Amortization 

Total  expenses 
Income  from  continuing  operations  and  net  income 

for  the  year  (Note  6) 
Retained  earnings  at  beginning  of  year 
Retained  earnings  at  end  of  year 


291.208 
94.408 
S  385.616 


Budget 

Actual 

(Note  5) 

S  3.852.000 

S  4.074,278 

S  3.627.788 

2.284.000 

2,653.527 

2.329.081 

667,000 

668,459 

669.037 

636,000 

1.020,969 

801.270 

206,000 

153.390 

243.01 1 

154.032 

433.744 

334 

7.645.000 

8.724,655 

8.104.265 

4,640,000 

4.645.813 

4.692.295 

1.522.000 

1,601,024 

1,557,097 

533,500 

808,408 

777,130 

309,200 

593,190 

412,152 

277,000 

500,628 

365,557 

268.300 

212,935 

157,247 

95.000 

71.449 

48.379 

7.645.000 

8.433.447 

8.009.857 

94,408 


94.408 
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TREASURY  REVOLVING  FUND 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  YEAR  ENDED  MARCH  31,  1997 


1947 

1996 

Operating  transactions: 

Net  income 

S  291.208 

S  94.40S 

Non-cash  items: 

Amortization 

71,449 

48,379 

Gain  on  sale  of  capital  assets 

(55) 

362,657 

142,732 

Decrease  (increase)  in  receivables 

(452,356) 

810,270 

Increase  (decrease)  in  payables 

23.977 

(291.243) 

Cash  provided  by  (applied  to)  operating  transactions 

(65,722) 

661,759 

Investing  transactions: 

Proceeds  from  disposals  of  capital  assets 

3,887 

Purchase  of  capital  assets 

(108.162) 

Cash  applied  to  investing  transactions 

(104,275) 

Increase  (decrease)  in  cash  from  operating  and  investing  transactions 

(65,722) 

557,484 

Increase  (decrease)  in  advances  from  the  General  Revenue  Fund 

65,722 

(557,484) 

Net  increase  (decrease)  in  cash 

S 

S 

TREASURY  REVOLVING  FUND 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
MARCH  31,  1997 

Note  1       Authority  and  Purpose 

The  Treasury  Revolving  Fund  operates  under  the  authority  of  the  Financial  Administration  Act,  Chapter  F-9, 
Revised  Statutes  of  Alberta  1980,  as  amended. 

The  Fund  was  established  to  provide  financial  and  general  management  services  to  the  Treasury  Department, 
Provincial  agencies,  and  fund  administrators.  The  Fund  records,  and  recovers  from  users,  direct  and  overhead 
costs  related  to  these  services. 

Note  2       Significant  Accounting  Policies  and  Reporting  Practices 

(a)  General 

These  financial  statements  have  been  prepared  in  accordance  with  generally  accepted  accounting  principles 
except  that  accrued  costs  incurred  under  defined  benefit  pension  and  employee  disability  plans,  and  vacation 
pay  entitlements  for  employee  services  rendered,  have  not  been  recorded.  These  costs  estimated  to  amount  to 
52,215,000  (1996  52,370,000)  are  accrued  in  the  financial  statements  of  the  General  Revenue  Fund  of  the 
Province. 

Accommodation  and  certain  administrative  costs,  including  salaries  and  wages,  have  not  been  included  in  the 
Fund's  expenses.  These  costs  estimated  to  amount  to  S265.000  (1996  5265,000)  are  not  recovered  by  the 
Fund  and  are  recorded  by  the  General  Revenue  Fund  of  the  Province. 

(b)  Amortization  of  Capital  Assets 

Capital  assets  are  amortized  on  a  straight-line  basis  over  the  estimated  useful  life  of  the  assets.  The  estimated 
useful  life  for  each  capital  asset  category  is  as  follows: 


Computer  hardware  and  software 
Office  equipment 


3  years 
5  years 
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Note  3       Accounts  Receivable 

Accounts  receivable  consist  of  the  following: 


General  Revenue  Fund 
Public  sector  pension  plans 
The  Workers' Compensation  Board 
Alberta  Heritage  Savings  Trust  Fund 
Various  pooled  investment  funds 
PSC  Payment  Systems  Corporation 
Alberta  Municipal  Financing  Corporation 
Other  Province  of  Alberta  funds  and  aucncies 


1997 


S  1.362.348 
469.853 
113.259 
281.226 
1 1 2.003 
34.707 
57,160 
460.787 
S  2.891.343 


1996 


S  1 


173.239 
445.495 
141.656 
126.394 
58.846 
(7.110) 
104.752 
395.715 


S  2.438.98"; 


Note  4      Capital  Assets 

Capital  assets  are  summarized  as  follows: 


1997 

)■•'"• 

Net 

Net 

Accumulated 

Book 

Book 

Cost 

Amortization 

Yal  ue 

Value 

Computer  hardware  and  software  S 

259.551 

S  177.173 

$  82.378 

S  153.569 

Office  equipment 

7.491 

7.190 

301 

559 

S 

:>  \<n: 

S  184,363 

S  82.679 

S  154.128 

Note  5  Budget 

A  budget  of  the  expenditure  by  program  for  the  Fund  was  included  in  the  1996-97  Government  Estimates.  A  more 
detailed  budget,  which  was  prepared  by  management,  has  been  included  in  these  financial  statements  for 
comparison  w  ith  the  actual  figures. 

Note  6      Discontinued  Operations 

As  a  result  of  the  Public  Sector  Pension  Plans  Amendment  Act  1 995,  the  Pension  Plan  Administration  Fund  ceased 
operations  on  May  1,  1995.  On  this  date,  the  Pension  Plan  Administration  Fund  merged  with  the  Treasury 
Revolving  Fund.  For  administrative  purposes.  Alberta  Pensions  Administration  of  the  Treasury  Department 
operated  as  part  of  the  Treasury  Rev  olv  ing  Fund  effective  April  1,  1995. 

On  November  1,  1995.  the  Alberta  Pensions  Administration  Corporation  was  incorporated  and  Alberta  Pensions 
Administration  ceased  to  be  part  of  the  Treasury  Revolving  Fund.  The  following  service  revenues  and  expenses  of 
Alberta  Pensions  Administration  for  the  seven  months  ended  October  31,  1995  have  been  excluded  from  the 
service  rev  enue  and  expenses  of  the  Fund  from  continuing  operations  for  the  year  ended  March  31,  1996. 

Service  revenue  S  5,031,148 

Expenses  5,031,148 
Income  from  discontinued  operations  S 


Note  7  Commitments 

Commitments  for  a  shared-access  computer  serv  ices  agreement  and  other  fee  for  sen  ice  contracts  at  March  31, 
1 997  amounted  to  approximately  S877.400  ( 1 996  S 1 39.200). 

Note  8      Salary  and  Benefits  Disclosure 

Information  on  salary  and  benefits  of  the  Fund's  staff  required  under  Treasury  Board  Directives  01/94  and  1 1  '95  is 
included  with  information  on  the  salary  and  benefits  of  staff  of  the  Department  of  Treasury. 

Note  9      Comparative  Figures 

Certain  1996  figures  have  been  reclassified  to  conform  to  1997  presentation. 


Note  10     Approval  of  Financial  Statements 

These  financial  statements  were  approved  by  management 
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AUDITOR'S  REPORT 


To  the  Provincial  Treasurer 

I  have  audited  the  balance  sheet  of  the  Alberta  Heritage  Foundation  for  Medical  Research  Endowment 
Fund  as  at  March  31,  1997  and  the  statements  of  income  and  retained  earnings  and  changes  in 
financial  position  for  the  year  then  ended.  These  financial  statements  are  the  responsibility  of  the 
Fund's  management.  My  responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on 
my  audit. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement  presentation. 

In  my  opinion,  these  financial  statements  present  fairly,  in  all  material  respects,  the  financial  position 
of  the  Fund  as  at  March  31,  1997  and  the  results  of  its  operations  and  the  changes  in  its  financial 
position  for  the  year  then  ended  in  accordance  with  generally  accepted  accounting  principles. 


Edmonton,  Alberta 
May  30,  1997 


Peter  Valentine,  FCA 
Auditor  General 
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ALBERTA  HERITAGE  FOUNDATION  FOR  MEDICAL 
RESEARCH  ENDOWMENT  FUND 
BALANCE  SHEET 
MARCH  31,  1997 
(thousands  of  dollars) 

|997  1996 

ASSETS 

Portfolio  investments  (Note  3)                                                                               S  723,325  S  670.4 15 

Accrued  interest  and  accounts  receivable                                                                        4,1 79  4,3:>9 

S  727.50-4  S  674.774 


LIABILITIES.  ENDOWMENT  AND  RETAINED  EARNINGS 

Liabilities: 

Accounts  payable                                                                                          S     2.586  S  3 

Due  to  the  Treasury  Revolving  Fund   ?  I   £2_ 

2,637  45 

Endowment  (Note  6)                                                                                       300,000  300.000 

Retained  earnings  (Note  6)                                                                                     424.867  374,729 

S  727.504  S  674.774 


The  accompanying  notes  and  schedules 
are  pan  of  these  financial  statements. 


ALBERTA  HERITAGE  FOUNDATION  FOR  MEDICAL 
RESEARCH  ENDOWMENT  FUND 
STATEMENT  OF  INCOME  AND  RETAINED  EARNINGS 
FOR  THE  YEAR  ENDED  MARCH  3 1 ,  1 997 
(thousands  of  dollars) 


Income: 

Investment  income  (Note  7) 
Expenses: 

Transfer  to  the  Alberta  Heritage  Foundation 

for  Medical  Research 
Investment  management  fee 

Net  income 

Retained  earnings  at  beginning  of  year 
Retained  eamincs  at  end  of  vear 


 199_2   1996 

Budget  Actual  Actual 


S  56.590  S  78.295  S  65.517 


30,900             28,000  26.000 

90                  157  143 

30.990              28.157  26.143 

S  25.600              50,138  39,374 

374.729  335.355 

S  424.867  S  374.729 
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ALBERTA  HERITAGE  FOUNDATION  FOR  MEDICAL 

RESEARCH  ENDOWMENT  FUND 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  YEAR  ENDED  MARCH  31,  1997 
(thousands  of  dollars) 


1997 

1996 

Opcratine  transactions: 

Net  income 

$  50,138 

S  39,374 

Non-cash  items  included  in  net  income 

(15,856) 

(13,730) 

34,282 

25.644 

Decrease  (increase)  in  receivables 

180 

(242) 

Increase  in  payables 

2,591 

18 

Cash  provided  by  operating  transactions 

37,053 

25.420 

Investing  transactions: 

Proceeds  from  disposals,  repayments  and  redemptions  of  investments 

101,331 

69,731 

Investments 

(121,882) 

(98.372) 

Cash  applied  to  investing  transactions 

(20,551) 

(28.641) 

Increase  (decrease)  in  cash  and  cash  equivalents 

16,502 

(3.221) 

Cash  and  cash  equivalents  at  beginning  of  year 

25.113 

28,334 

Cash  and  cash  equivalents  at  end  of  year 

$  41,615 

S  25.113 

Consisting  of  Deposit  in  the  Consolidated  Cash  Investment  Trust  Fund 

(Note  3) 

S  41.615 

S  25.113 

ALBERTA  HERITAGE  FOUNDATION  FOR  MEDICAL 
RESEARCH  ENDOWMENT  FUND 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
MARCH  31,  1997 

Note  1       Authority  and  Purpose 

The  Alberta  Heritage  Foundation  for  Medical  Research  Endowment  Fund  ("the  Fund")  operates  under  the 
authority  of  the  Alberta  Heritaee  Foundation  for  Medical  Research  Act,  Chapter  A-26,  Revised  Statutes  of  Alberta 

1980. 

The  purpose  of  the  Fund  is  to  invest  the  endowment  made  to  the  Fund.  The  Fund  has  been  managed  with  the 
objectives  of  providing  an  annual  level  of  income  for  transfer  to  the  Alberta  Heritage  Foundation  for  Medical 
Research  while  preserving  the  capital  of  the  endowment  over  the  long  term.  The  portfolio  is  comprised  of  high 
quality  fixed-income  securities  and  equities. 

Note  2       Significant  Accounting  Policies  and  Reporting  Practices 

These  financial  statements  are  prepared  in  accordance  with  generally  accepted  accounting  principles.  The 
accounting  policies  of  significance  to  the  Fund  are  as  follows: 

(a)  Portfolio  Investments 

Fixed-income  securities,  mortgages  and  equities  held  either  directly  by  the  Fund  or  by  pooled  investment 
funds  are  recorded  at  cost.  Cost  includes  the  amount  of  applicable  amortization  of  discount  or  premium  using 
the  straight-line  method  over  the  life  of  the  investments. 

The  cost  of  disposals  is  determined  on  the  average  cost  basis. 

Where  there  has  been  a  loss  in  value  of  an  investment  that  is  other  than  a  temporary  decline,  the  investment  is 
written  down  to  recognize  the  loss.  The  written  down  value  is  deemed  to  be  the  new  cost. 

(b)  Income 

Investment  income  is  recorded  on  the  accrual  basis.  Income  and  expense  on  index  swaps  and  interest  rate 
swaps  are  accrued  as  earned  and  gains  and  losses  arising  as  a  result  of  disposals  are  included  in  the 
determination  of  investment  income. 

(c)  Foreign  Currency 

Foreign  currency  transactions  are  translated  into  Canadian  dollars  using  average  rates  of  exchange,  except 
for  hedged  foreign  currency  transactions  which  are  translated  at  rates  of  exchange  established  by  the  terms  of 
the  forward  exchange  contracts.  Exchange  differences  on  unhedged  transactions  are  included  in  the 
determination  of  investment  income. 
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(J)    Investment  Valuation 

Fair  value  is  the  amount  of  consideration  agreed  upon  in  an  arm's  length  transaction  between  know  ledgeable. 
w  illinc  parties  w  ho  are  under  no  compulsion  to  act.  Fair  values  of  investments  held  either  by  the  Fund  or  by 
pooled  investment  funds  arc  determined  as  follows. 

Public  fixed-income  securities  and  equities  are  valued  at  the  year-end  closing  sale  price,  or  the  a\  erage  of  the 
latest  bid  and  ask  prices  quoted  by  an  independent  securities  valuation  company. 

Private  fixed-income  securities  and  mortgages  are  valued  based  on  the  net  present  value  of  future  cash  flows. 
These  cash  flows  are  discounted  using  Government  of  Canada  bond  rates  adjusted  for  a  risk  premium 
estimated  by  management. 

The  fair  value  of  priv  ate  equities  is  estimated  by  management. 

The  fair  values  of  deposits,  receivables,  accrued  interest  and  payables  are  estimated  to  approximate  their 
book  values. 

At  the  year  end,  the  fair  value  of  investments  and  any  other  assets  and  liabilities  denominated  in  a  foreign 
currency  are  translated  at  the  year-end  exchange  rate. 

Note  3       Portfolio  Investments 

Portfolio  investments  are  summarized  as  follows: 


1  007 
1 W  / 

1996 

Cost 

Value 

°i 

Cost 

Value 

( thousands 

of  dollars) 

Deposit  in  the  Consolidated  Cash 

Investment  Trust  Fund  (a) 

S  41,615 

S  41,615 

5.0 

S  25.1 13 

S  25.1 13 

3.3 

Fixed-income  securities: 

Public,  direct  (b) 

Government  of  Canada, 

direct  and  guaranteed 

235.694 

264.980 

31.6 

238.137 

256.292 

33.7 

Province  of  Alberta,  guaranteed 

6.708 

7,416 

0.9 

6.828 

7.388 

1.0 

Other  provinces,  direct  and 

guaranteed 

52,928 

54,477 

6.5 

52.601 

53,438 

7.0 

Municipal 

4.878 

5,525 

0.7 

4.901 

5.518 

0.7 

Corporate 

1 1.299 

1 1,333 

1.3 

27.324 

27.449 

3.6 

Canadian  Dollar  Public  Debt  Pool  (c) 

24.260 

24.019 

2.9 

16.623 

16.364 

2.1 

Floating  Rate  Note  Pool  (d) 

14.159 

14.279 

1.7 

5,323 

5.312 

0.7 

Private  Debt  Pool  (e) 

3.743 

4.233 

0.5 

4.807 

5.167 

0.7 

Private  Mortgage  Pool  (f) 

16.701 

20.852 

2.5 

16.817 

20.229 

2.7 

Total  deposit  and  fixed  income 

securities  (j) 

41  I.9S5 

448.729 

53.6 

398.474 

422.2^0 

;  5  5 

Canadian  equities: 

Canadian  Pooled  Equities  Fund 

(Schedule  1) 

105.139 

163.053 

19.4 

91,705 

127.198 

16.7 

External  Managers  Fund  (Small-Cap) 

(Schedule  2) 

17.335 

17.542 

2.1 

Private  Equity  Pool  (g) 

4.249 

9,187 

1.1 

4,325 

8,693 

1.1 

Structured  note 

7.258 

7,666 

1.0 

Foreign  equities: 

External  Managers  Fund  (Global) 

(Schedule  2) 

97.195 

98.588 

1 1.8 

84,235 

94.674 

12.4 

Global  Structured  Equity 

Pooled  Fund  (h) 

40.440 

41.795 

5.0 

36,064 

36.321 

4.8 

United  Slates  Pooled  Equiry  Fund  (i) 

33.112 

41.021 

4.9 

25,377 

37,092 

4.9 

External  Managers  Fund  (United 

States)  (Schedule  2) 

13.870 

17.883 

2.1 

13.385 

16.953 

2.2 

Total  equities  (j) 
Balanced  funds: 
External  Managers  Fund 

(Balanced  Funds)  (Schedule  2) 

31  1.340 

389.069 

46  4 

262.349 

328.597 

4  3  1 

9.592 

10.491 

1.4 

S723.325 

$837,798 

100.0 

S670.415 

S761.358 

100  0 

(a)  The  Consolidated  Cash  Inv  estment  Trust  Fund  is  managed  with  the  objective  of  providing  competitive  interest  income 
to  depositors  while  maintaining  maximum  security  and  liquidity  of  depositors'  capital.  The  portfolio  is  comprised  of 
high-quality  short-term  and  mid-term  fixed-income  securities  with  a  maximum  term  to  maturity  of  five  years. 


100 
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(b)  Public  fixed-income  instruments  are  managed  with  the  objective  of  providing  competitive  returns  over  a  four-year 
period  while  maintaining  maximum  security  of  the  Fund's  capital.  Return  is  maximized  within  the  risk  constraints  on  the 
portfolio  by  management  of  portfolio  duration  and  issuer  mix.  Fixed-income  securities  have  an  average  effective  yield 
of  3.73%  per  annum  based  on  market  for  securities  maturing  in  a  year,  and  5.93%  per  annum  for  securities  maturing 
between  1  and  35  years.  As  at  March  31.1 997.  the  securities  have  the  following  term  structure  based  on  par. 


Under  1  year  1 0 

1  to  5  years  40 
5  to  10  years  26 
1 0  to  20  years  1 8 

Over  20  years   6 

100 


At  March  31,1 997,  securities  with  a  fair  value  of  S61 ,9 1 2,000  ( 1 996  523,353,000)  were  loaned  to  certain  borrowers.  The 
loans  were  secured  by  marketable  securities  with  a  fair  value  of  566,369,000  ( 1 996  S25, 1 28,000).  During  the  term  of  the 
loans,  the  Fund  retains  the  right  to  receive  income  on  the  investments  loaned,  in  addition  to  the  fee  earned. 

(c)  The  Canadian  Dollar  Public  Debt  Pool  is  managed  with  the  objective  of  providing  competitive  returns  over  a  four-year 
period  w  hile  maintaining  maximum  security  and  liquidity  of  participants'  capital.  The  portfolio  is  comprised  of  high 
quality  Canadian  fixed-income  instruments  and  debt  related  derivatives.  Return  is  maximized  within  the  risk  constraints 
on  the  portfolio  by  management  of  portfolio  duration  and  issuer  mix.  As  at  March  31,1 997,  securities  held  by  the  Pool 
have  an  average  effective  yield  of  5.79%  per  annum  based  on  market  (1996  7.25%  per  annum)  and  the  following  term 
structure:  under  5  years  -  48%;  5  to  10  years  -  25%;  over  10  years  -  27%. 

(d)  The  Floating  Rate  Note  Pool  is  managed  with  the  objective  of  providing  a  reinvestment  vehicle  for  participants  with 
structured  investments  in  foreign  equities,  domestic  equities  and  domestic  bonds.  Through  the  use  of  structured 
investments  such  as  interest  rate  swaps,  the  Pool  provides  investment  opportunities  in  high  quality  floating-rate 
instruments  with  remaining  term  to  maturity  of  ten  years  or  less. 

(e)  The  Private  Debt  Pool  is  managed  with  the  objective  of  providing  investment  returns  higher  than  attainable  from  the 
publicly  traded  bond  market  over  the  long  term.  The  portfolio  is  comprised  of  high  quality  Canadian  private  placement 
fixed-income  securities.  Risk  is  reduced  by  limiting  investments  to  instruments  with  a  credit  rating  of  A  or  higher.  As  at 
March  31,  1997.  securities  held  by  the  Pool  have  an  average  effective  yield  of  7.48%  per  annum  based  on  market  (1996; 
1 0.99%  per  annum).  Approximately  54%  of  the  securities  held  will  mature  within  10  years. 

(f)  The  Private  Mortgage  Pool  is  managed  with  the  objective  of  providing  investment  returns  higher  than  attainable  from  the 
publicly  traded  bond  market  over  the  long  term.  The  portfolio  is  comprised  primarily  of  high  quality  commercial 
mortgage  loans.  Risk  is  reduced  by  limiting  investments  to  include  only  NHA  insured  loans  and  first  mortgage  loans  that 
provide  div  ersification  by  property  usage.  The  Pool  does  not  invest  in  mortgages  on  single  family  houses,  hotels,  motels, 
trailer  parks  or  recreational  properties.  As  at  March  31,  1997,  mortgages  held  by  the  Pool  have  an  average  effective  yield 
of  8.58%  per  annum  based  on  market.  Approximately  76%  of  the  mortgages  held  will  mature  within  10  years. 

(g)  The  Private  Equity  Pool  is  managed  with  the  objective  of  providing  investment  returns  higher  than  attainable  from 
publicly  traded  equity  indices  over  the  long  term.  The  portfolio  is  comprised  of  equity  investments  in  companies  that 
show  higher  than  average  growth  potential.  Risk  is  reduced  by  avoiding  direct  investments  in  start-up  and  venture  capital 
situations  and  by  limiting  holdings  in  any  one  company. 

(h)  The  Global  Structured  Equity  Pooled  Fund  is  managed  with  the  objective  of  providing  investment  returns  comparable  to 
the  total  return  of  the  Morgan  Stanley  World  Equity  Index.  The  Pool  provides  exposure  to  global  markets  through  the  use 
of  structured  investments  such  as  foreign  equity  index  swaps  and  interest  rate  swaps.  All  payments  and  receipts  relating 
to  swaps  are  in  Canadian  dollars.  Participation  in  the  Pooled  Fund  qualifies  as  a  Canadian  investment  under  the  foreign 
content  constraint  policy  of  the  Fund. 

(i)  The  United  States  Pooled  Equity  Fund  is  managed  with  the  objective  of  attaining  investment  returns  comparable  to 
Standard  and  Poor's  500  Total  Return  Index  over  a  four-year  period.  The  portfolio  is  comprised  of  common  stocks  of 
corporations  with  high  growth  potential  in  the  United  States.  Technology,  consumer  products,  energy  and  financial 
services  are  the  sectors  emphasized  by  the  Fund. 

(j)  Deposit  and  Floating  Rate  Note  Pool  units  totalling  534,631,000  have  been  used  as  the  underlying  securities  to  support 
the  Canadian  equity  index  swaps  issued  by  the  Fund  (see  Note  5).  If  the  effect  of  the  swaps  were  reflected  in  this 
schedule,  deposit  and  fixed-income  securities  would  be  reduced  by  534,63 1 ,000  and  Canadian  equities  increased  by  a 
corresponding  amount. 

Note  4       Risk  Management 

Income  and  financial  returns  of  the  Fund  are  exposed  to  credit  risk  and  price  risk.  Credit  risk  relates  to  the 
possibility  that  a  loss  may  occur  from  the  failure  of  another  party  to  perform  according  to  the  terms  of  a  contract. 
Price  risk  is  comprised  of  currency  risk,  interest  rate  nsk  and  market  risk.  Currency  risk  relates  to  the  possibility 
that  the  investments  will  change  in  value  due  to  future  fluctuations  in  foreign  exchange  rates.  Interest  rate  risk 
relates  to  the  possibility  that  the  investments  will  change  in  value  due  to  future  fluctuations  in  market  interest  rates. 
Market  risk  relates  to  the  possibility  that  the  investments  will  change  in  value  due  to  future  fluctuations  in  market 
prices. 
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In  order  to  earn  the  greatest  financial  returns  at  an  acceptable  level  of  risk,  management  of  the  Fund  has  established 
a  policy  asset  mix  of  40%  to  70%  fixed-income  instruments  and  30%  to  60%  equities.  Risk  is  reduced  through 
asset  class  diversification,  div  ersification  w  ithin  each  asset  class,  quality  constraints  on  fixed-income  instruments, 
and  restrictions  on  amounts  exposed  to  countries  designated  as  emerging  markets.  Borrowing  or  leveraging  is  not 
allowed  with  the  exception  of  pre-existing  mortgages  on  real  estate  properties.  Controls  are  in  place  respecting  the 
use  of  derivatives  (see  Note  5)  Forw  ard  foreign  exchange  contracts  are  used  to  manage  currency  exposure  in 
connection  with  securities  purchased  in  foreign  currency. 

Foreign  exchange  contracts  are  contractual  agreements  to  exchange  specified  currencies  at  an  agreed  upon 
exchange  rate  and  on  an  agreed  settlement  date  in  the  future.  As  at  March  3 1 ,  1997.  the  Fund's  proportionate  share 
of  outstanding  forward  foreign  exchange  contracts  issued  by  the  External  Manaeers  Fund  amounted  10 
S 1 5.961 ,000  ( 1 996  S 1 9.783,000). 


Note  5       Index  Swaps  and  Interest  Rate  Swaps 

Pooled  funds  use  index  and  interest  rate  swaps  to  enhance  return.  A  swap  is  a  contractual  agreement  between  two 
parties  to  exchange  a  series  of  cash  flows  based  on  a  notional  amount  and  does  not  involve  the  exchange  of  the 
underlying  principal. 

An  index  swap  involves  the  exchange  of  a  floating  interest  rate  cash  flow  for  one  based  on  the  performance  of  a 
market  index.  For  interest  rate  swaps,  parties  generally  exchange  fixed  and  floating  rate  interest  cash  flows  based 
on  a  notional  v  alue.  All  swaps  are  supported  by  underlying  securities. 

The  following  is  a  summary  of  the  Fund's  proportionate  share  of  the  notional  value  of  index  and  interest  rate  swaps 
held  or  issued  by  pooled  funds  as  at  March  31,  1997. 


1997 


1996 


Index  swaps: 
Bonds,  direct 

Bonds  (Canadian  Dollar  Public  Debt  Pool) 
Canadian  equities,  direct 

Foreign  equities  (Global  Structured  Equity  Pooled  Fund) 
Interest  rate  swaps: 
Fixed  to  floating  rates  - 
Global  Structured  Equity  Pooled  Fund 
Floating  Rate  Note  Pool 
Canadian  Dollar  Public  Debt  Pool 
Total 


(thousands  of  dollars) 


S  20.336 
2.991 
34,631 
40.152 


20.989 
6,695 
676 
S  126.470 


S  47.007 
1.491 

31.570 


22.701 
4.769 
281 

S  107,819 


Notional  value  is  the  amount  to  w  hich  a  rate  or  price  is  applied  in  order  to  calculate  the  exchange  of  cash  flows. 

Fair  values  of  swaps  have  been  included  in  the  determination  of  the  fair  values  of  the  respective  pooled  investment 
funds  Credit  exposure  relating  to  swaps  is  minimal  as  management  deals  only  with  the  most  credit  worthy 
counterparties. 

Note  6       Endowment  and  Retained  Earnings 

The  endowment  was  received  from  the  Alberta  Heritage  Sav  ings  Trust  Fund  on  March  31.  1980.  The  Alberta 
Heritage  Foundation  for  Medical  Research  Act  prov  ides  that  money  required  by  the  Foundation  for  the  furtherance 
of  its  objectives  shall  be  paid  from  the  Fund,  but  no  money  shall  be  paid  out  of  the  Fund  if  the  payment  would  result 
in  the  v  alue  of  the  assets  of  the  Fund,  at  cost,  being  less  than  the  endow  ment  received  by  the  Fund. 

Fair  value  of  endowment  and  retained  earnings  amounted  to  approximately  S839, 340.000  at  March  3 1 ,  1 997  ( 1 996 
S765.672.000). 
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Note  /       Investment  Income 


1QQ7 

1996 

(thousands  of  dollars) 

Deposit  and  fixed-income  securities: 

Deposit  in  the  Consolidated  Cash  Investment  Trust  Fund 

S  949 

S  1.738 

Public  fixed-income  securities,  direct 

33,407 

33,073 

Canadian  Dollar  Public  Debt  Pool 

2.637 

1.645 

Floating  Rate  Note  Pool 

288 

39 

Private  Debt  Pool 

421 

458 

Private  Mortgage  Pool 

1.789 

2,487 

39.491 

39,440 

Equities: 

Canadian  Pooled  Equities  Fund 

8.434 

6,638 

External  Managers  Fund  (Small-Cap) 

2,226 

- 

Private  Equity  Pool 

447 

(155) 

Structured  note 

2,142 

718 

External  Managers  Fund  (Global) 

15,120 

6,440 

Global  Structured  Equity  Pooled  Fund 

4.375 

3,503 

United  States  Pooled  Equity  Fund 

3.756 

4.795 

External  Managers  Fund  (United  States) 

2.304 

3.209 

38.804 

25.148 

Balanced  Funds: 

External  Managers  Fund  (Balanced  Funds) 

g;y 

Investment  income 

S  78.295 

S  65.5 17 

Investment  income  is  comprised  of  interest,  dividends,  amortization  of  discount  and  premiums  and  net  gains 
realized  on  disposal  of  investments. 

Note  8      Comparative  Figures 

In  1997,  investments  reflect  deposit,  securities  and  units  of  pooled  investment  funds  held  by  the  Fund.  Previously, 
the  accounts  of  the  Fund  were  aggregated  on  a  line  by  line  basis  with  the  Fund's  proportionate  share  of  the  assets, 
liabilities  and  net  income  of  pooled  investment  funds.  This  change  in  presentation  has  no  impact  on  the  fair  value 
of  endowment  and  retained  earnings  of  the  Fund. 

Certain  1996  figures  have  been  reclassified  to  conform  to  1997  presentation. 

Note  9      Approval  of  Financial  Statements 

These  financial  statements  were  appro\ed  by  management. 
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Schedule  1 


ALBERTA  HERITAGE  FOUNDATION  FOR  MEDICAL  RESEARCH  ENDOWMENT  FUND 
SCHEDULE  OF  INVESTMENTS  IN  CANADIAN  POOLED  EQUITY  FUND  (a) 

MARCH  31,  1997 
(thousands  of  dollars) 


1997  1996 


Fair 

Fair 

Cost 

Value 

Cost 

Value 

Deposit  in  the  Consolidated  Cash  Investment 

Trust  Fund 

S  8.802 

S  8.802 

S  2.247 

S  2.24' 

Canadian  public  equities  (b): 


Common  shares  and  rights: 


Communications  and  media 

2.936 

4.876 

3.247 

4,283 

Conglomerates 

4,135 

6,754 

4,064 

5,667 

Consumer  products 

3.904 

6.665 

4,576 

7,632 

Financial  services 

16.069 

29.276 

15,731 

22.236 

Gold  and  precious  minerals 

7,991 

10,860 

6,179 

1  1.646 

Industrial  products 

14,460 

23,037 

13,567 

18.381 

Merchandising 

3,649 

5.146 

2.651 

4.027 

Metals  and  minerals 

8,661 

13.183 

8.177 

1 1.225 

Oil  and  gas 

14.320 

22,324 

11.922 

16.247 

Paper  and  forest  products 

2.128 

3,601 

4.485 

5.176 

Pipelines 

1,131 

1,854 

3.583 

4,384 

Real  estate  and  construction 

385 

579 

Transportation  and  environmental  services 

3.456 

5.585 

2.031 

2,556 

Utilities 

8.345 

13,453 

8.689 

10.722 

Passive  index 

4.420 

6.71 1 

1.010 

1.223 

95.990 

153.904 

89.912 

125.405 

Accrued  interest  and  accounts  receivable 

655 

655 

413 

413 

Accounts  payable 

(308) 

(308) 

(867) 

(867) 

347 

347 

(454) 

(454) 

Total  -  Alberta  Heritage  Foundation  for  Medical 
Research  Endowment  Fund 

Total  -  Canadian  Pooled  Equity  Fund 

S  105.139 

S  163.053 

S  91.705 

S  127.198 

S  3.084.066 

S  3.31 1.893 

S  158.684 

S  212.722 

(a)  The  Canadian  Pooled  Equity  Fund  is  managed  with  the  objective  of  providing  above  average  returns  while  maintaining 
maximum  preservation  of  participants'  capital.  The  portfolio  is  comprised  of  publicly  traded  equities  in  Canadian 
corporations.  Risk  is  reduced  by  prudent  security  selection  and  sector  rotation. 


(b)    The  industrial  classifications  are  those  used  by  the  Toronto  Stock  Exchange. 
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Schedule  2 

ALBERTA  HERITAGE  FOUNDATION  FOR  MEDICAL 
RESEARCH  ENDOWMENT  FUND 
SCHEDULE  OF  INVESTMENTS  IN  EXTERNAL  MANAGERS  FUND  (a) 

MARCH  31,  1997 
(thousands  of  dollars) 


1997  1996 


Cost 

Fair 
Value 

Cost 

Fair 
Value 

Foreign  public  equity  pools 
Multi-region 
Pacific  basin 

Europe,  Australia  and  Far  East 
Europe 

S  38,619 
30,879 
16,819 
10,878 

S 

41,875 
27,877 
17,010 
1 1,826 

S  39,151 
31,130 
13.954 

S  45,433 
34.246 
14,995 

97,195 

98,588 

84.235 

94.674 

United  States 

13,870 

17,883 

13.385 

16,953 

Canadian  small-cap  pools 
Canadian  balanced  funds  pools 

17,335 

17,542 

9.592 

10.491 

17.335 

17,542 

9.592 

10,491 

Total  -  Alberta  Heritage  Foundation  for 

Medical  Research  Endowment  Fund 

S  128.400 

$ 

134,013 

.  S  107.212 

S  122.118 

Total  -  External  Managers  Fund  (b) 

S2.065,866 

S2 

,267,291 

S2.07 1.841 

S2.410.207 

(a)  The  Fund  is  managed  by  external  managers  with  expertise  in  global  equity  markets  and  Canadian  small-cap  stocks.  The 
objective  of  the  Fund  is  to  provide  investment  returns  higher  than  the  total  return  of  the  applicable  Morgan  Stanley, 
Standard  and  Poor's  and  Toronto  Stock  Exchange  indices  over  a  four-year  period.  The  portfolio  is  comprised  of  publicly 
traded  equity  securities  on  Canadian  and  approved  foreign  markets.  Risk  is  reduced  through  manager,  style  and  market 
diversification. 

(b)  The  following  is  a  summary  of  assets  and  liabilities  of  the  External  Managers  Fund  as  at  March  31,  1997: 


1997 


1996 


(thousands  of  dollars) 


Cash  and  short-term  securities 
Accrued  interest  and  accounts  receivable 
Investments 

Public  equities 

Convertible  bonds 

Fixed-income  securities 
Accounts  payable 


S  174,077 
20,838 

1,895,761 
19,880 

(44,690) 
S  2,065,866 


S  196,616 
22,426 

1,823,705 
12,520 
46,988 
(30,414) 
S  2.071.841 
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ALBERTA  HERITAGE  SAVINGS  TRUST  FUND 
FINANCIAL  STATEMENTS 
MARCH  31,  1997 


Auditor's  Report 

Balance  Sheet 

Statement  of  Operations 

Statement  of  Changes  in  Financial  Position 

Notes  to  the  Financial  Statements 

Schedule  of  Endowment  Portfolio  Investments 

Schedule  of  Transition  Portfolio  Investments 


AUDITOR'S  REPORT 


To  the  Provincial  Treasurer 

I  have  audited  the  balance  sheet  of  the  Alberta  Heritage  Savings  Trust  Fund  as  at  March  31,1 997  and 
the  statements  of  operations  and  changes  in  financial  position  for  the  year  then  ended.  These  Financial 
statements  are  the  responsibility  of  the  Fund's  management.  My  responsibility  is  to  express  an 
opinion  on  these  Financial  statements  based  on  my  audit. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  Financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  Financial  statement  presentation. 

In  my  opinion,  these  financial  statements  present  fairly,  in  all  material  respects,  the  financial  position 
of  the  Fund  as  at  March  31,  1997  and  the  results  of  its  operations  and  the  changes  in  its  financial 
position  for  the  year  then  ended  in  accordance  with  generally  accepted  accounting  principles. 


Peter  Valentine,  FCA 
Auditor  General 

Edmonton,  Alberta 
May  30,  1997 
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ALBERTA  HERITAGE  SAVINGS  TRUST  FUND 
BALANCE  SHEET 
MARCH  31,  1997 
(S  thousands) 


1997 


1996 


Assets: 

Portfolio  investments  (Note  3) 
Accrued  interest  and  accounts  receivable 

Liabilities  and  fund  equity: 
Liabilities: 

Accounts  payable 

Due  to  the  General  Revenue  Fund 

Fund  equity  (Note  6): 
Endowment  portfolio 
Transition  portfolio 
Old  structure 


,825,904 
257,942 


S  12,083,846 


35,040 
47,448 


82,488 


1,387,521 
10,613,837 

12.001.358~ 
S  12,083,846 


S  1 1,647,854 
354,590 
S  12,002,444 


155,434 
21.327 


176,761 


1 1,825.683 
1 1,825,683 
S  12,002,444 


The  accompanying  notes  and  schedules 
are  part  of  these  financial  statements. 


ALBERTA  HERITAGE  SAVINGS  TRUST  FUND 
STATEMENT  OF  OPERATIONS 
FOR  THE  YEAR  ENDED  MARCH  31,  1997 
(S  thousands) 


1997  1996 


Budget 

Actual 

Actual 

Income: 

Investment  income 

S  91 1.000 

S  933.324 

S  1,055,482 

Expenses: 

Administrative  expenses 

1,000 

1,201 

1.329 

Write  down  of  investments 

8,590 

1,000 

1.201 

9,919 

Net  income  (Note  7) 

910,000 

932,123 

1,045,563 

Transfers: 

Transfers  to  the  General  Revenue  Fund 

9 1 0.000 

756,448 

1.045,563 

Amounts  retained  (Notes  6  and  7) 

175,675 

Recoveries  from  capital  projects 

171 

Net  increase  in  fund  equity 

s 

175,675 

171 

Fund  equity  at  beginning  of  year 

1 1,825,683 

11,825,512 

Fund  equity  at  end  of  year 

$  12,001,358 

S  11,825,683 
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ALBERTA  HERITAGE  SAVINGS  TRUST  FUND 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  YEAR  ENDED  MARCH  3 1 ,  1997 
(S  thousands) 


1907 

1996 

Operating  transactions: 

Net  income 

S  932,123 

S  1.045,563 

Non-cash  items  included  in  net  income 

(44,532) 

(68,495) 

887,591 

977,068 

Decrease  (increase)  in  receivables 

96,648 

(94,031) 

Increase  (decrease)  in  payables 

(94.273) 

107,591 

Cash  provided  by  operating  transactions 

889,966 

990,628 

Investing  transactions: 

Proceeds  from  disposals,  repayments  and  redemptions  of  investments 

2,159,697 

2,068,086 

Investments 

(2.232,1 86) 

(2.002.550) 

Cash  provided  by  (applied  to)  investing  transactions 

(72,489) 

65,536 

Transfers  and  recoveries: 

Transfers  to  the  General  Revenue  Fund 

(756,448) 

(1,045,563) 

Recoveries  from  capital  projects 

171 

Cash  applied  to  transfers  and  recoveries 

(756,448) 

(1,045.392) 

Increase  in  cash  and  cash  equivalents 

61,029 

10,772 

Cash  and  cash  equivalents  at  beginning  of  year 

78,369 

67,597 

Cash  and  cash  equivalents  at  end  of  year 

S  139.398 

S  78.369 

Consisting  of  Deposits  in  the  Consolidated  Cash  Investment  Trust  Fund: 

Endowment  Portfolio  (  Schedule  1 ) 

S  74.586 

S 

Transition  Portfolio  (Schedule  2) 

64,812 

Old  Structure 

78.369 

S  139,398 

S  78,369 

ALBERTA  HERITAGE  SAVINGS  TRUST  FUND 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
MARCH  31,  1997 

Note  1       Authority  and  Mission 

The  Alberta  Heritage  Savings  Trust  Fund  operates  under  the  authority  of  the  Alberta  Heritage  Savings  Trust  Fund 
Act  (the  Act),  Chapter  A-27.01,  Revised  Statutes  of  Alberta  1980,  as  amended. 

The  preamble  to  the  Act  describes  the  mission  of  the  Fund  as  follows: 

"  To  provide  prudent  stewardship  of  the  savings  from  Alberta 's  non-renewable  resources  by  providing  the  greatest 
financial  returns  on  those  savings  for  current  and  future  generations  of  Albert  ans.  " 

Investments  of  the  Fund  are  held  in  an  Endowment  Portfolio  and  a  Transition  Portfolio.  The  Endowment  Portfolio 
has  the  objective  of  maximizing  long-term  financial  returns.  The  Transition  Portfolio  has  the  objective  of 
providing  income  support  to  the  Government's  consolidated  fiscal  plan  over  the  short  term  to  medium  term.  The 
Act  provides  that  all  assets  in  the  Transition  Portfolio  must  be  transferred  to  the  Endowment  Portfolio  by 
December  31,  2005. 

Note  2     .  Summary  of  Significant  Accounting  Policies  and  Reporting  Practices 

These  financial  statements  are  prepared  in  accordance  with  generally  accepted  accounting  principles.  The 
accounting  policies  of  significance  to  the  Fund  are  as  follows: 

(a)    Portfolio  investments 

Fixed-income  securities,  mortgages,  equities  and  real  estate  investments  held  either  directly  by  the  Fund  or 
by  pooled  investment  funds  are  recorded  at  cost.  Cost  includes  the  amount  of  applicable  amortization  of 
discount  or  premium  using  the  straight-line  method  over  the  life  of  the  investments. 

Investments  in  loans  are  recorded  at  cost  less  any  unearned  income  and  allowance  for  credit  loss. 

The  cost  of  disposals  is  determined  on  the  average  cost  basis. 

Where  there  has  been  a  loss  in  value  of  an  investment  in  fixed-income  securities,  mortgages,  equities  and  real 
estate  that  is  other  than  a  temporary  decline,  the  investment  is  written  down  to  recognize  the  loss.  The  written 
down  value  is  deemed  to  be  the  new  cost. 
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W  'here  there  is  no  longer  reasonable  assurance  of  timely  collection  of  ihe  full  amount  of  principal  and  interest 
of  a  loan,  a  specific  provision  for  credit  loss  is  made  and  the  carrying  amount  of  the  loan  is  reduced  to  its 
estimated  realizable  amount. 


(b)    Investment  income 


Investment  income  is  recorded  on  the  accrual  basis  where  there  is  reasonable  assurance  as  to  its  measurement 
and  collectability.  When  a  loan  becomes  impaired,  recognition  of  interest  income  in  accordance  with  the 
terms  of  the  original  loan  agreement  ceases.  Any  subsequent  payments  received  on  an  impaired  loan  are 
applied  to  reduce  the  loan's  book  value. 

Income  and  expense  on  index  swaps  and  interest  rate  swaps  are  accrued  as  earned  and  gains  and  losses  arising 
as  a  result  of  disposal  of  investments  are  included  in  the  determination  of  investment  income. 

(c)    Foreign  Currency 

Foreign  currency  transactions  are  translated  into  Canadian  dollars  using  average  rates  of  exchange,  except 
for  hedged  foreign  currency  transactions  which  are  translated  at  rates  of  exchange  established  by  the  terms  of 
the  forward  exchange  contracts.  Exchange  differences  on  unhedged  transactions  are  included  in  the 
determination  of  investment  income. 


(d)    Investment  Valuation 


Fair  value  is  the  amount  of  consideration  agreed  upon  in  an  arm's  length  transaction  between  knowledgeable, 
willing  parties  who  are  under  no  compulsion  to  act.  Fair  values  of  investments  held  either  directly  by  the 
Fund  or  by  pooled  investment  funds  are  determined  as  follows. 

Public  fixed-income  securities  and  equities  are  valued  at  the  year-end  closing  sale  price,  or  the  average  of  the 
latest  bid  and  ask  prices  quoted  by  an  independent  securities  valuation  company. 

Mortgages.  Provincial  corporation  debentures  and  certain  non-public  Provincial  debentures  are  valued  based 
on  the  net  present  value  of  future  cash  flows.  These  cash  flows  are  discounted  using  appropriate  interest  rate 
premiums  over  similar  Government  of  Canada  benchmark  bonds  trading  in  the  market. 

The  fair  value  of  private  equities  is  estimated  by  management. 

Real  estate  investments  are  reported  at  their  most  recent  appraised  value,  net  of  any  liabilities  against  the  real 
property.  Real  estate  properties  are  appraised  at  least  every  three  years  by  qualified  external  real  estate 
appraisers. 

Fair  v  alues  of  loans  are  not  reported  due  to  there  being  no  organized  financial  market  for  the  instruments  and 
it  is  not  practicable  within  constraints  of  timeliness  or  cost  to  estimate  the  fair  values  with  sufficient 
reliability. 

The  fair  values  of  deposits,  receivables,  accrued  interest  and  payables  are  estimated  to  approximate  their 
book  v  alues 

At  the  year  end.  the  fair  value  of  investments  and  any  other  assets  and  liabilities  denominated  in  a  foreign 
currency  are  translated  at  the  year-end  exchange  rate 


Note  3      Portfolio  Investments 


Portfolio  inv  estments  are  summarized  as  follows: 


 IW    19%  

Cost  Fair  Value  Cosi  Fair  Value 

(S  thousands) 

Endowment  Portfolio  investments 

(Schedule  1)  S  1.230.549        S  1,563,683  S  S 

Transition  Portfolio  investments 
Deposit,  debentures  and 
fixed-income  securities 

(Schedule  2)  9,942.389  10,351.276 

Canadian  equities  (Schedule  2)  113,003  J25.235 

Loans  (Schedule  2)  539,963 
Cash  and  Marketable  Securities  -  -  7,835,905  7,864.189 

Canada  Investment  Division 

investments  -  -  605,423  685.963 

Alberta  Investment  Division 
investments 
Debentures  and  Canadian 

equities  (Note  8)  -  -  2.254,276  2.468.031 

Loans  -  .  468,835 

Commercial  Investment 

Division  investments                                  -  -  474,560  747.290 

Capital  Projects  Div  ision  investments   -  -  8,855 


Total  investments  SI  1.825.904  SI  1.647.854 


no 
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Note  6       Fund  Equity 

From  the  inception  of  the  Fund  in  1976  to  March  31,  1987,  non-renewable  resource  revenue  totaling 
S 1 2.049,325.000  was  transferred  to  the  Fund  from  the  General  Revenue  Fund  under  authority  of  "Special  Acts". 
From  inception  to  March  1995,  the  Fund  expended  $3,486,060,000  on  capital  projects.  Since  March  1995. 
accumulated  recoveries  from  capital  projects  have  amounted  to  5171,000.  From  inception  to  August  1982.  net 
income  totaling  S3, 262. 247, 000  has  been  retained  by  the  Fund.  Since  September  1982,  all  of  the  net  income  of  the 
Fund  has  been  transferred  to  the  Genera!  Revenue  Fund,  except  S 1 75,675,000  needed  to  preserve  the  real  capital  of 
the  Fund  in  1996-97. 

As  at  March  31,1 997,  the  amounts  retained  by  the  Fund  to  preserve  the  real  capital  of  the  Fund  have  been  allocated 
to  the  Endowment  Portfolio  and  included  in  the  Portfolio's  equity  balance.  Assets  relating  to  the  amounts  retained 
will  be  transferred  from  the  Transition  Portfolio  to  the  Endowment  Portfolio  after  year  end  in  accordance  with  the 
Act. 

Note  7      Net  Income 


1997  1996 
(S  thousands) 


Endowment  Portfolio  investments 

S  21,574 

S 

Transition  Portfolio  investments 

206,672 

Cash  and  marketable  securities 

413,611 

581,322 

Canada  Investment  Division  investments 

53.293 

102,762 

Alberta  Investment  Division  investments 

207,663 

295,619 

Commercial  Investment  Division  investments 

29,145 

33,541 

Capital  Projects  Division  investments 

1.366 

33,648 

Administrative  expenses 

(1.201) 

(1.329) 

Net  income 

S  932,123 

S 

1.045,563 

Net  income  is  comprised  of  interest,  dividends,  amortization  of  discount  and  premiums  and  net  gains  realized  on 
disposals  of  investments. 

Net  income  from  the  Endowment  and  Transition  Portfolio  investments  is  for  the  three  months  ended  March  31. 
1997.  Net  income  from  Cash  and  Marketable  Securities,  the  Canada,  Alberta  and  Commercial  Investment 
Div  ision  investments  and  the  Capital  Projects  Division  investments  is  for  the  nine  months  ended  December  31. 
1996. 

All  of  the  net  income  of  the  Fund  is  transferred  to  the  General  Revenue  Fund  except  income  needed  to  preserve  the 
real  capital  of  the  Fund.  From  1996-97  to  1998-99,  income  can  only  be  retained  in  the  Fund  for  inflation  proofing 
in  a  particular  year  to  the  extent  that  the  province's  consolidated  surplus  exceeds  S500  million  in  that  year. 

Income  includes  S25.678.000  of  income  from  public  fixed-income  securities  issued  by  Province  of  Alberta  funds 
and  agencies  (1996  547,309,000). 

Income  also  includes  SI  89,633,000  of  income  from  debentures  issued  by  Alberta  Provincial  corporations  (1996 
S2 10,886,000)  [see  Schedule  2  note  (c)]. 

Note  8      Comparative  Figures 

The  fair  values  of  certain  Provincial  corporation  debentures  as  at  March  31,  1996  have  been  restated  to  reflect  a 
refinement  in  the  process  used  to  estimate  fair  values. 

Certain  1996  figures  have  been  reclassified  to  conform  to  1997  presentation. 


Note  9 


Approval  of  Financial  Statements 

These  financial  statements  were  approved  by  management. 
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ALBERTA  HERITAGE  SAVINGS  TRUST  FUND 
SCHEDULE  OF  ENDOWMENT  PORTFOLIO  INVESTMENTS 
MARCH  31,  1997 
(S  thousands) 


Schedule  1 


Cosi 


Deposit  in  the  Consolidated  Cash  Investment  Trust  Fund  (a) 
Fixed-income  securities: 
Public,  direct  (b) 

Government  of  Canada,  direct  and  guaranteed 
Provincial: 

Albena,  direct  and  guaranteed 
Other,  direct  and  guaranteed 
Corporate 
Private  Mortgage  Pool  (c) 
Total  deposit  and  fixed-income  securities  (j) 
Canadian  equities: 
Public,  direct  (d) 

Communications  and  media 

Conglomerates 

Consumer  products 

Financial  serv  ices 

Gold  and  precious  metals 

Industrial  products 

Merchandising 

Metals  and  minerals 

Oil  and  gas 

Paper  and  forest  products 
Pipelines 

Real  estate  and  construction 
Transportation  and  environmental  serv  ices 
Utilities 

External  Managers  Fund  (Small  Cap)  (e) 

Private  Equity  Pool  (0 

Total  Canadian  equities 
Foreign  equities: 

External  Managers  Fund  (Global)  (e) 

Global  Structured  Equity  Pooled  Fund  (g) 

United  Slates  Pooled  Equity  Fund  (h) 

External  Managers  Fund  (United  Slates)  (e) 

Total  foreign  equities 
Real  estate  (i) 

Total  equities  (j) 
Total  investments 


74,586 


135.261 

36.380 
138.254 
288,155 

17.994 
690.630 


8.107 
12.839 
14.592 

8,173 
25.042 
38.806 
13.546 
30,945 
37.151 
1 1 .399 
11,348 

2.594 

7.517 
38,921 
28,728 

2,000 
291.708 

109.276 
67.674 
49,164 
20,583 
246.697 
1.514 
539.919 
S  1.230,549 


F.nr  Value 


74.586 


135.859 

37.346 
142.514 
288.614 

18.104 
697.023 


25,638 
36.623 
48.463 
24.358 
50.777 
94.829 
35,412 
68.001 
81.459 
19,432 
23.259 

8,700 
17,626 
65.542 
27.325 

2.049 
629.493 

107.177 
64.206 
44,655 
19.624 

235.662 
1.505 

S  1.563.683 


(a)  The  Consolidated  Cash  Investment  Trust  Fund  is  managed  with  the  objective  of  providing  competitive  interest  income 
to  depositors  while  maintaining  maximum  security  and  liquidity  of  depositors'  capital.  The  portfolio  is  comprised  of 
high-quality  short-term  and  mid-term  fixed  income  securities  with  a  maximum  term  to  maturity  of  five  years. 

(b)  Public  fixed-income  instruments  are  managed  with  the  objective  of  prov  iding  competitive  returns  over  a  four  year  period 
while  maintaining  maximum  security  of  the  Fund's  capital.  Return  is  maximized  within  the  risk  constraints  on  the 
portfolio  by  management  ofportfolio  duration  and  issuer  mix.  Fixed-income  securities  have  an  av  erage  effective  yield 
of  3.25%  per  annum  based  on  market  for  securities  maturing  in  a  year,  and  5  69%  per  annum  for  securities  maturing 
between  one  and  five  years.  As  at  March  31.  1997,  the  securities  have  the  following  term  structure  based  on  par. 


under  1  year  50 
I  to  5  years  50 

100 


As  at  March  31,  1997,  securities  w  ith  a  fair  v  alue  of  SI  05.388.000  were  loaned  to  certain  borrowers.  The  loans  w  ere 
secured  by  marketable  securities  w  ith  a  fair  value  of  SI  12,976,000.  During  the  term  of  the  loan,  the  Fund  retains  the 
right  to  receive  income  on  the  securities  loaned,  in  addition  to  the  fees  earned. 
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(c)  The  Private  Mortgage  Pool  is  managed  with  the  objective  of  providing  investment  returns  higher  than  attainable  from  the 
publicly  traded  bond  market  over  the  long  term.  The  portfolio  is  comprised  primarily  of  high  quality  commercial 
mortgage  loans.  Risk  is  reduced  by  limiting  investments  to  include  only  NHA  insured  loans  and  first  mortgage  loans  that 
provide  diversification  by  property  usage.  The  Pool  does  not  invest  in  mortgages  on  single  family  houses,  hotels,  motels, 
trailer  parks  or  recreational  properties.  As  at  March  3 1 , 1997,  mortgages  held  by  the  Pool  have  an  average  effective  yield 
of  8. 58%  per  annum  based  on  market.  Approximately  76%  of  the  mortgages  held  will  mature  between  1  and  10  years. 

(d)  The  industrial  classifications  are  those  used  by  the  Toronto  Stock  Exchange.  Competitive  returns  and  maximum  capital 
preservation  are  expected  from  investments  in  Canadian  public  equities.  Risk  is  reduced  by  prudent  security  selection 
and  management  of  holdings  in  various  industrial  sectors.  As  at  March  31,  1997,  equity  securities  with  a  fair  value  of 
S79, 27 1,000  were  loaned  to  certain  borrowers.  The  loans  were  secured  by  marketable  securities  with  a  fair  value  of 
584,978,000.  During  the  term  of  the  loan,  the  Fund  retains  the  right  to  receive  income  on  the  securities  loaned,  in 
addition  to  the  fees  earned. 

(e)  The  External  Managers  Fund  is  managed  by  external  managers  with  expertise  in  global  equity  markets  and  Canadian 
Small  Cap  stocks.  The  objective  of  the  Fund  is  to  provide  investment  returns  higher  than  the  total  return  of  the  applicable 
Morgan  Stanley,  Standard  and  Poor  and  Toronto  Stock  Exchange  indices  over  a  four  year  period.  The  portfolio  is 
comprised  of  publicly  traded  equity  securities  on  Canadian  and  approved  foreign  markets.  Risk  is  reduced  through 
manager,  strategy  and  market  diversification. 

if)  The  Private  Equity  Pool  is  managed  with  the  objective  of  providing  investment  returns  higher  than  attainable  from  the 
publicly  traded  equity  indices  over  the  long  term.  The  portfolio  is  comprised  of  equity  investments  in  companies  that 
show  higher  than  average  growth  potential.  Risk  is  reduced  by  avoiding  direct  investments  in  start-up  and  venture 
capital  situations  and  by  limiting  holdings  in  any  one  company. 

(g)  The  Global  Structured  Equity  Pooled  Fund  is  managed  with  the  objective  of  providing  investment  returns  comparable  to 
the  total  return  of  the  Morgan  Stanley  World  Equity  Index.  The  Pool  provides  exposure  to  global  markets  through  the 
use  of  structured  investments  such  as  foreign  equity  index  swaps  and  interest  rate  swaps.  All  payments  and  receipts 
relating  to  swaps  are  in  Canadian  dollars.  Participation  in  the  Fund  qualifies  as  a  Canadian  investment  under  the  foreign 
content  constraint  policy  of  the  Fund. 

(h)  The  United  States  Pooled  Equity  Fund  is  managed  with  the  objective  of  attaining  investment  returns  comparable  to  the 
Standard  and  Poor's  500  Total  Return  Index  over  a  four  year  period.  The  portfolio  is  comprised  of  common  stocks  of 
corporations  with  high  growth  potential  in  the  United  States.  Technology,  consumer  products,  energy  and  financial 
sen  ices  are  the  sectors  emphasized  by  the  Fund. 

(i)  The  Private  Real  Estate  Pool  is  managed  with  the  objective  of  providing  investment  returns  comparable  to  returns 
attainable  from  the  publicly  traded  bond  and  equity  markets  over  the  long  term.  Real  estate  is  held  through  intermediate 
companies  which  have  issued  to  the  Pool,  common  shares  and  participating  debentures  secured  by  a  charge  on  real 
estate.  Risk  is  reduced  by  investing  in  properties  that  provide  diversification  by  geographic  location,  by  property  type 
and  by  tenancy.  As  real  estate  returns  are  positively  correlated  to  inflation  and  negatively  correlated  to  returns  from 
fixed  income  securities  and  equities,  the  Pool  provides  div  ersification  from  the  securities  market  with  opportunities  for 
high  returns. 

(j)  Deposit  and  fixed-income  securities  totalling  557,180,000  have  been  used  as  the  underlying  securities  to  support  the 
index  swaps  issued  by  the  Fund  (see  Note  5).  If  the  effect  of  the  swaps  were  reflected  in  this  schedule,  deposit  and  fixed- 
income  securities  would  be  reduced  by  557,1 80,000  and  Canadian  equities  increased  by  a  corresponding  amount.  The 
resulting  asset  mix  percentage  is  40.9%  fixed-income  and  59  1%  equities. 
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ALBERTA  HERITAGE  SAVINGS  TRUST  FUND 
SCHEDULE  OF  TRANSITION  PORTFOLIO  INVESTMENTS 
MARCH  31,  1997 
(S  thousands) 


Cosi 


Fair  Value 


Schedule  2 


Deposit  in  the  Consolidated  Cash  Investment  Trust  Fund  (a) 
Fixed-income  securities: 
Public,  direct  (b) 

Government  of  Canada,  direct  and  guaranteed 
Provincial: 

Albena,  direct  and  guaranteed 
Other,  direct  and  guaranteed 
Municipal 
Corporate 

Total  deposit  and  fixed-income  securities,  public 
Provincial  corporation  debentures  (c): 

Agriculture  Financial  Serv  ices  Corporation 
Alberta  Social  Housing  Corporation 
Albena  Municipal  Financing  Corporation 
Albena  Opportunity  Company 
Total  Provincial  corporation  debentures 
Total  deposits,  debentures  and  fixed-income  secunties 
Canadian  Equities: 
Public,  direct 

NOVA  Corporation  of  Albena  Ltd. 
Canadian  Western  Bank 
Total  Canadian  equities 
Loans: 

Albena  Pacific  Pulp  Mill  Project  (d) 

Crestbrook  Forest  Industries  Ltd. 

Kanzaki  Paper  Canada  Inc. 

MC  Forest  Investment  Ltd. 
Murphy  Oil  Company  Ltd.  (e) 
Ridley  Grain  Ltd.  (0 
Vencap  Acquisition  Corporation  (g) 
Total  loans 
Total  investments 


S  64.812 


3.653,996 

217.355 
2,032,543 
12,218 
2,163.428 
8.144.352 

735.651 
903.645 
140,000 
18,741 
1,798,037 
9,942,389 


1 12.283 
720 
1 13,003 


148.697 
92,744 

129.876 
55,970 

102.000 
10,676 

539.963 
S  10.595.355 


S  64.S12 


3.728.173 

222,049 
2,139.746 
13,098 
2.1S6.0P 
8.353.895 

793,629 
1,018.065 
166.160 
19.527 
1.997.381 
S  10.351.276 


122,835 
2.400 
125.235 


(a)  See  Schedule  1,  note  (a). 

(b)  Public  fixed-income  instruments  are  managed  w  ith  the  objective  of  providing  a  market  rate  of  return  higher  than  the 
market  cost  of  the  Canadian  dollar  portion  of  the  Province's  debt  portfolio  on  an  annual  basis.  Any  excess  return  is 
expected  to  be  achieved  through  management  of  portfolio  duration  between  2.4  and  3.2  years  as  well  as  through  issuer 
mix.  Fixed-income  securities  held  have  an  average  effective  y  ield  of  3  63%  per  annum  based  on  market  for  secunties 
maturing  in  a  year,  and  5.52%  per  annum  for  secunties  matunng  between  1  and  35  years.  As  at  March  31,  1997,  the 
secunties  have  the  following  term  structure  based  on  par 


under  1  year  24 

1  to  5  years  64 

5  to  1 0  years  1  I 

over  1 0  vears  1 


100 


As  at  March  31,  1997,  secunties  w  ith  a  fair  value  of  S948.8 1  2,000  w  ere  loaned  to  certain  bonowers.  The  loans  were 
secured  by  marketable  secunties  with  a  fair  value  of  SI, 01  7,127,000.  During  the  term  of  the  loan,  the  Fund  retains  the 
nght  to  receive  income  on  the  secunties  loaned,  in  addition  to  the  fees  earned. 
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Provincial  corporation  debentures  have  an  average  effective  yield  of  8.05%  per  annum  based  on  market.  Approximately 
SI 04  million  will  mature  within  a  year,  S606  million  between  one  and  five  years,  and  $1,088  million  after  five  years. 
Interest  rates  on  Alberta  Municipal  Financing  Corporation  debentures  are  fixed  to  maturity  and  redemption  is  by  a  single 
payment  of  the  full  principal  sum  on  maturity.  In  general  the  interest  rates  on  the  other  provincial  corporation  debentures 
are  fixed  for  a  five  year  period  only  and  repayment  is  by  either  semi-annual  or  annual  instalments  of  the  principal  sum 
over  the  life  of  the  debenture  with  the  following  exceptions.  Certain  Alberta  Social  Housing  Corporation  debentures  are 
callable  by  the  corporation  on  thirty  days  notice  and  other  debentures  are  redeemable  prior  to  maturity  when  the  issuer 
has  disposed  of  assets,  or  received  early  repayment  of  loans,  financed  by  debentures  issued  to  the  Fund.  During  the  year, 
debentures  amounting  to  S90,560,000  ( 1 996  S238,6 1 1 ,000)  were  redeemed  prior  to  maturity. 


The  Fund's  investment  in  provincial  corporation  debentures  is  summarized  hereunde 


1997 


1996 


Balance  at  beginning  of  year 
Disposals,  repayments  and  redemptions: 

Agriculture  Financial  Services  Corporation 
Alberta  Social  Housing  Corporation 
Alberta  Opportunity  Company 
Balance  at  end  of  year 


5  1,991,273,000 

(101,507,000) 
(71,863,000) 
(19,866,000) 
S  1,798,037,000 


$  2,333,309,000 

(57,127,000) 
(245,120,000) 
(39,789,000) 
S  1.991.273,000 


Fair  values  for  Provincial  corporation  debentures  are  based  on  the  net  present  value  of  future  cash  flows.  Each  individual 
cash  flow  payment  is  discounted  at  a  rate  which  matches  the  term  of  the  cash  flow  payment  and  is  adjusted  for  a  yield 
premium  to  reflect  several  factors.  These  include  a  liquidity  premium  to  reflect  the  fact  that  if  the  debentures  are  sold, 
there  will  be  a  limited  pool  of  these  securities  trading  in  the  market;  and  that  the  debentures  would  be  new  to  the  market 
and  are  not  direct  issues  of  the  Province;  a  premium  for  the  periodic  interest  reset  feature  where  applicable;  and  a  factor 
to  reflect  the  blended  payment  structure  of  the  debentures. 

(d)  Under  the  terms  of  the  loans,  up  to  March  1,  1997,  interest  is  accrued  and  capitalized  semi-annually  at  the  rate  of  9.203% 
per  annum.  After  that  date  interest  is  accrued  at  the  same  rate  and  paid  monthly  to  the  extent  of  the  available  cash  flow. 
The  rate  will  be  adjusted  on  March  1,  2000  and  every  five  years  after  that  date  to  the  Alberta  20  year  Canadian  dollar 
borrowing  rate  applicable  on  the  date  of  adjustment.  The  loans  mature  on  November  30, 2010  and  are  repayable  in  five 
equal  annual  instalments  commencing  February  28,  2006.  As  at  March  31,  1997,  loan  investments  include  capitalized 
interest  totalling  SI 22,006,000  (1996  592,673,000).  Accrued  interest  totalling  S2,902,000  (1996  SNIL)  is  included  in 
the  accrued  interest  and  accounts  receivable  account. 

The  values  of  the  loans  are  highly  sensitive  to  changes  in  future  pulp  prices.  Management  estimates  that  a  1  %  change  in 
pulp  prices  forecast  over  the  long  term  could  change  the  overall  security  value  by  approximately  S30  million. 
Experience  is  that  pulp  prices  over  the  near  term  are  very  difficult  to  forecast.  Actual  pulp  prices  could  vary  by  as  much 
as  30  to  40  percent  from  year  to  year.  However,  the  effect  of  annual  variance  over  the  long  term  is  much  less  significant. 

Due  to  low  current  pulp  prices  and  the  risks  associated  with  volatility  of  future  pulp  prices,  foreign  exchange  rates  and 
sales  volume,  a  recovery  shortfall  may  result  if  the  loans  were  sold  in  the  near  term  subsequent  to  March  31,  1997. 
However  based  on  historical  operating  results  and  the  latest  industry  forecasts  of  pulp  prices  over  the  long  term,  there  is 
reasonable  certainty  that  the  loan  principal  and  all  accrued  interest  will  be  repaid  by  2010. 

(e)  The  loan  bears  interest  at  a  rate  of  6.25%  per  annum  compounded  annually  and  is  repayable  as  follows:  S 1 8,000,000  on 
December  22,  1 997  and  537,970.000  on  December  22,  1 998. 

(0  Under  the  terms  of  the  loans,  prior  to  July  31,  1985,  interest  on  the  loans  has  been  capitalized  and  compounded  annually; 
thereafter  interest  is  compounded  semi-annually  and  payable  annually  to  the  extent  of  available  cash  flow  for  that 
purpose,  and  any  shortfall  is  to  be  capitalized.  The  principal,  including  capitalized  interest,  is  repayable  on  or  before  July 
31,  201 5.  Allowance  for  credit  loss  representing  unrecorded  capitalized  interest  amounts  to  542,927,000  at  March  3 1 , 
1997  (1996  542,927,000). 

The  book  value  of  the  loan  is  sensitive  to  changes  in  grain  throughput  volumes.  For  example,  at  current  throughput 
levels,  a  1%  change  in  throughput  over  the  long  term  could  change  the  security  value  by  approximately  52  million. 
Grain  throughputs  are  difficult  to  forecast  because  they  are  dependent  in  part  upon  port  allocation  decisions  of  the 
Canadian  Wheat  Board  aod  a.  number  of  other  factors  such  as  crop  size  and  composition. 

(g)  In  October  1995,  the  Province  agreed  to  terms  of  an  Arrangement  Agreement  with  Vencap  Equities  Alberta  Ltd. 
(Vencap)  and  Vencap  Acquisition  Corporation,  an  indirect  wholly  owned  subsidiary  of  Onex  Corporation.  The 
outstanding  principal  amount  of  S63,988,000  has  been  rescheduled  on  amended  terms  as  follows: 

SI  1,400,000  is  repayable  in  January  2001,  and  will  bear  no  interest. 

The  balance  of  552,588,000  is  repayable  in  July  2046,  and  will  also  bear  no  interest. 

The  carrying  value  of  the  loan  has  been  adjusted  to  an  amount  equal  to  the  present  value  of  anticipated  loan  repayments. 
The  discount  is  amortized  to  investment  income  over  the  remaining  term  of  the  loan. 

(h)  On  March  27,  1 997,  the  Province  agreed  to  terms  for  the  sale  of  its  investment  in  Millar  Western  Pulp  Ltd.  and  Millar 
Western  Pulp  (Whitecourt)  Ltd.  Proceeds  from  the  sale  totalling  S27.6  million  were  included  in  accounts  receivable  at 
March  31,  1997. 
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AUDITOR'S  REPORT 


To  the  Provincial  Treasurer 

I  have  audited  the  balance  sheet  of  the  Alberta  Heritage  Scholarship  Fund  as  at  March  31,1 997  and  the 
statements  of  income  and  retained  earnings  and  changes  in  financial  position  for  the  year  then  ended. 
These  financial  statements  are  the  responsibility  of  the  Fund's  management.  My  responsibility  is  to 
express  an  opinion  on  these  financial  statements  based  on  my  audit. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement  presentation. 

In  my  opinion,  these  financial  statements  present  fairly,  in  all  material  respects,  the  financial  position 
of  the  Fund  as  at  March  31,  1997  and  the  results  of  its  operations  and  the  changes  in  its  financial 
position  for  the  year  then  ended  in  accordance  with  generally  accepted  accounting  principles. 


Edmonton,  Alberta 
May  30,  1997 


Peter  Valentine,  FCA 
Auditor  General 
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ALBERTA  HERITAGE  SCHOLARSHIP  FUND 
BALANCE  SHEET 
MARCH  31,  1997 
(thousands  of  dollars) 

1997  IQQ6 

ASSETS 

Portfolio  investments  (Nole  3)                                                                           S  222.822  S  210,416 

Accrued  inierest  and  accounts  receivable  1.179   1.185 

S  224.001  S  21 1,601 


LIABILITIES,  ENDOWMENT  AND  RETAINED  EARNINGS 

Liabilities: 

Accounts  payable                                                                                           S       114  S  355 

Due  to  the  Treasury  Revolving  Fund   32   27_ 

146  382 

Endowment  (Note  6)                                                                                        1 00.000  1 00.000 

Retained  eamincs  (Note  6)                                                                                 123.855  1 1 1.219 

S  224.001  S  21 1,601 


The  accompanying  notes  and  schedules  are 
pan  of  these  financial  statements. 


ALBERTA  HERITAGE  SCHOLARSHIP  FUND 
STATEMENT  OF  INCOME  AND  RETAINED  EARNINGS 
FOR  THE  YEAR  ENDED  MARCH  3 1 ,  1 997 
(thousands  of  dollars) 


1997  1996 


Budget 

Actual 

Actual 

Income: 

Investment  income  (Note  7) 

S  18,170 

S  24,435 

S  19,836 

Contributions  from  Province  of  Alberta 

200 

200 

Other  contributions 

195 

14 

18,170 

24.830 

20.050 

Expenses: 

Alberta  Heritage  Scholarships 

12.500 

1 1,936 

12.945 

Other  scholarships 

145 

Investment  management  fee 

70 

113 

61 

12.570 

12.194 

13.006 

Net  income 

$  5,600 

12,636 

7,044 

Retained  earnings  at  beginning  of  year 

111.219 

104.175 

Retained  earnings  at  end  of  year 

S  123.855 

S  1 1 1,219 
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ALBERTA  HERITAGE  SCHOLARSHIP  FUND 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  YEAR  ENDED  MARCH  31,  1997 
(thousands  of  dollars) 


1997 

1996 

Operating  transactions: 

Net  income 

S  12,636 

S  7.044 

Nonosh  items  included  in  net  income 

(13.383) 

(7.634) 

(747) 

(590) 

Decrease  (increase)  in  receivables 

6 

(56) 

Increase  (decrease)  in  payables 

(236) 

365 

Cash  applied  to  operating  transactions 

(977) 

(281) 

Investing  transactions: 

Proceeds  from  disposals,  repayments  and  redemptions  of  portfolio  inv  estments 

25.158 

32.472 

Investments  v 

(28.540) 

(25.739) 

Cash  prov  ided  by  (applied  to)  investing  transactions 

(3.382) 

6.733 

Increase  (decrease)  in  cash  and  cash  equivalents 

(4.359) 

6,452 

Cash  and  cash  equiv  alents  at  beginning  of  year 

21.053 

14.601 

Cash  and  cash  equivalents  at  end  of  year 

S  16.694 

S  21.053 

Consisting  of  Deposits  in  the  Consolidated  Cash  Inv  estment  Trust  Fund  (Note  3) 

S  16.694 

S  21.053 

ALBERTA  HERITAGE  SCHOLARSHIP  FUND 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
MARCH  31,  1997 

Note  1       Authority  and  Purpose 

The  Alberta  Heritage  Scholarship  Fund  ("the  Fund")  operates  under  the  authority  of  the  Alberta  Heritage 
Scholarship  Act,  Chapter  A-27.1,  Statutes  of  Albena  1981,  as  amended. 

The  purpose  of  the  Fund  is  to  pool  and  inv  est  the  endowment  and  other  contributions  made  to  the  Fund.  The  Fund 
has  been  managed  with  the  objectives  of  providing  an  annual  level  of  income  for  scholarships  while  preserving  the 
capital  of  the  Endowment  ov  er  the  long  term.  The  portfolio  is  comprised  of  high  quality  fixed-income  securities 
and  equities. 

Note  2       Significant  Accounting  Policies  and  Reporting  Practices 

These  financial  statements  are  prepared  in  accordance  with  generally  accepted  accounting  principles.  The 
accounting  policies  of  significance  to  the  Fund  are  as  follows: 

(a)  Portfolio  Investments 

Fixed-income  securities,  mortgages  and  equities  held  either  directly  by  the  Fund  or  by  pooled  inv  estment 
funds  are  reported  at  cost.  Cost  includes  the  amount  of  applicable  amortization  of  discount  or  premium  using 
the  straight-line  method  over  the  life  of  the  inv  estments. 

The  cost  of  disposals  is  determined  on  the  average  cost  basis. 

Where  there  has  been  a  loss  in  value  of  an  inv  estment  that  is  other  than  a  temporary  decline,  the  investment  is 
written  down  to  recognize  the  loss.  The  written  down  value  is  deemed  to  be  the  new  cost. 

(b)  Income 

Investment  income  is  recorded  on  the  accrual  basis.  Income  and  expense  on  index  swaps  and  interest  rate 
swaps  are  accrued  as  earned  and  gains  and  losses  arising  as  a  result  of  disposals  are  included  in  the 
determination  of  inv  estment  income. 

Unrestricted  contributions  are  recognized  as  income  in  the  period  receivable. 

(c)  Foreign  Currency 

Foreign  currency  transactions  are  translated  into  Canadian  dollars  using  average  rates  of  exchange,  except 
for  hedged  foreign  currency  transactions  which  are  translated  at  rates  of  exchange  established  by  the  terms  of 
the  forward  exchange  contracts.  Exchange  differences  on  unhedged  transactions  are  included  in  the 
determination  of  investment  income. 
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(d)    Investment  Valuation 

Fair  value  is  the  amount  of  consideration  agreed  upon  in  an  arm's  length  transaction  between  knowledgeable, 
willing  parties  who  are  under  no  compulsion  to  act.  Fair  values  of  investments  held  either  by  the  Fund  or  by 
pooled  investment  funds  are  determined  as  follows. 

Public  fixed-income  securities  and  equities  are  valued  at  the  year-end  closing  sale  price,  or  the  average  of  the 
latest  bid  and  ask  prices  quoted  by  an  independent  securities  valuation  company. 

Private  fixed-income  securities  and  mortgages  are  valued  based  on  the  net  present  value  of  future  cash  flows. 
These  cash  flows  are  discounted  using  Government  of  Canada  bond  rates  adjusted  for  a  risk  premium 
estimated  by  management. 

The  fair  value  of  private  equities  is  estimated  by  management. 

The  fair  value  of  deposits,  receivables,  accrued  interest  and  payables  are  estimated  to  approximate  their  book 
values. 

At  the  year  end,  the  fair  value  of  investments  and  any  other  assets  and  liabilities  denominated  in  a  foreign 
currency  are  translated  at  the  year-end  exchange  rate. 


Note  3       Portfolio  Investments 

Portfolio  investments  are  summarized  as  follows: 


1997 

1996 

Fair 

Fair 

Cost 

Value 

Cost 

Value 

% 

(thousands  of  dollars) 

Deposits  in  the  Consolidated  Cash 

Investment  Trust  Fund  (a) 

S  16.694 

S  16,694 

6.3 

S  21,053 

S  21,053 

8.7 

Fixed-income  securities: 

Public,  direct  (b) 

Government  of  Canada, 

direct  and  guaranteed 

63,138 

72,1 19 

27.3 

66,491 

72,469 

29.7 

Province  of  Alberta,  guaranteed 

1.083 

1,204 

0.5 

1,1 12 

1,21 1 

0.5 

Other  provinces,  direct  and  guaranteed 

5.290 

5,163 

1.9 

4.920 

4.606 

1.9 

Municipal 

708 

788 

0.3 

711 

790 

0.3 

Corporate 

150 

170 

0.1 

310 

342 

0.1 

Canadian  Dollar  Public  Debt  Pool  (c) 

13,561 

13,542 

5.1 

7.075 

7.034 

:  9 

Private  Debt  Pool  (d) 

1,533 

1,719 

0.7 

1.965 

2,097 

0.9 

Private  Mortgage  Pool  (e) 

5.564 

7,067 

2.7 

5,850 

7.105 

2.9 

Total  deposits  and  fixed-income 

securities 

107,721 

1 18,466 

44  9 

1  09.487 

1 16,707 

47.9 

Canadian  equities: 

Canadian  Pooled  Equities  Fund 

(Schedule  1) 

44,796 

68,553 

26.0 

44,924 

60,514 

24.8 

External  Managers  Fund  (Small-Cap) 

(Schedule  2) 

8,963 

9,040 

3.4 

Private  Equity  Pool  (0 

1,500 

3,022 

1.1 

1,260 

2,994 

1.2 

Foreign  equities: 

External  Managers  Fund  (Global) 

(Schedule  2) 

30,837 

31,433 

1 1.9 

26,226 

29,589 

12.1 

Global  Structured  Equity  Pooled  Fund  (g) 

14.278 

14,688 

5.6 

12,740 

12,779 

5.2 

United  States  Pooled  Equity  Fund  (h) 

10,223 

13,079 

4.9 

8,064 

12,123 

5  0 

External  Managers  Fund  (United  States) 

(Schedule  2) 

4,504 

5,699 

2.2 

4,321 

5.531 

2.3 

Total  equities 

115. 101 

145.514 

55.1 

97,535 

123,530 

50.6 

Balanced  funds: 

External  Managers  Fund  (Balanced 

Funds)  (Schedule  2) 

3,394 

3,7  12 

1.5 

S222.822 

S263.980 

100.0 

$210,416 

S243.949 

100.0 

(a)  The  Consolidated  Cash  Investment  Trust  Fund  is  managed  with  the  objective  of  providing  competitive 
interest  income  to  depositors  while  maintaining  maximum  security  and  liquidity  of  depositors'  capital.  The 
portfolio  is  comprised  of  high-quality  short-term  and  mid-term  fixed-income  securities  w  ith  a  maximum 
term  to  maturity  of  five  years. 

(b)  Public  fixed-income  instruments  are  managed  with  the  objective  of  providing  competitive  returns  over  a  four 
year  period  while  maintaining  maximum  security  of  the  Fund's  capital.  Return  is  maximized  within  the  risk 
constraints  on  the  portfolio  by  management  of  portfolio  duration  and  issuer  mix.  Fixed-income  securities 
have  an  average  effective  yield  of  3.51%  per  annum  based  on  market  for  securities  maturing  in  a  year,  and 
6. 1 6%  per  annum  for  securities  maturing  between  1  and  35  years.  As  at  March  31,1 997,  the  securities  have 
the  following  term  structure  based  on  par. 
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Under  1  year 

1  10  5  years  37 
5  io  10  years  28 
10  lo  20  years  16 
0\er  20  years  12 

100 


At  March  31,  1997,  securities  with  a  fair  value  of  SI  8,650,000  (1996  S3. S3 1.000)  were  loaned  to  certain 
borrowers.  The  loans  were  secured  by  marketable  securities  with  a  fair  value  of  SI 9.993.000  (1996 
S4. 122,000).  During  the  term  of  the  loans,  the  Fund  retains  the  right  to  receive  income  on  the  investments 
loaned,  in  addition  to  the  fee  earned. 

(c)  The  Canadian  Dollar  Public  Debt  Pool  is  managed  with  the  objective  of  providing  competitive  returns  over  a 
four  year  period  while  maintaining  maximum  security  and  liquidity  of  participants'  capital.  The  portfolio  is 
comprised  of  high  quality  Canadian  fixed-income  instruments  and  debt  related  derivatives.  Return  is 
maximized  within  the  risk  constraints  on  the  portfolio  by  management  of  portfolio  duration  and  issuer  mix. 
As  at  March  31,  1997,  securities  held  by  the  Pool  have  an  average  effective  yield  of  5.79%  per  annum  based 
on  market  (1996  7.25%  per  annum)  and  the  following  term  structure:  under  5  years  -  48%;  5  to  10  years  - 
25%;  over  10  years  -  27%. 

(d)  The  Private  Debt  Pool  is  managed  with  the  objective  of  providing  investment  returns  higher  than  attainable 
from  the  publicly  traded  bond  market  over  the  long  term.  The  portfolio  is  comprised  of  high  quality 
Canadian  private  placement  fixed-income  securities.  Risk  is  reduced  by  limiting  investments  to  instruments 
with  a  credit  rating  of  A  or  higher.  As  at  March  31,  1997,  securities  held  by  the  Pool  have  an  average 
effective  yield  of  7.48%  per  annum  based  on  market  (1996  10.99%  per  annum).  Approximately  54%  of  the 
securities  held  will  mature  within  10  years. 

(e)  The  Private  Mortgage  Pool  is  managed  w  ith  the  objective  of  providing  investment  returns  higher  than 
attainable  from  the  publicly  traded  bond  market  over  the  long  term.  The  portfolio  is  comprised  primarily  of 
high  quality  commercial  mortgage  loans.  Risk  is  reduced  by  limiting  investments  to  include  only  NHA 
insured  loans  and  first  mortgage  loans  that  provide  diversification  by  property  usage.  The  Pool  does  not 
invest  in  mortgages  on  single  family  houses,  hotels,  motels,  trailer  parks  or  recreational  properties.  As  at 
March  31,  1997,  mortgages  held  by  the  Pool  have  an  av  erage  effective  yield  of  8.58%  per  annum  based  on 
market  (1996  9.66%  per  annum).  Approximately  76%  of  the  mortgages  held  will  mature  w  ithin  10  years. 

(0  The  Pnv  ate  Equity  Pool  is  managed  with  the  objective  of  providing  investment  returns  higher  than  attainable 
from  the  publicly  traded  equity  indices  over  the  long  term.  The  portfolio  is  comprised  of  equity  investments 
in  companies  that  show  higher  than  av  erage  growth  potential.  Risk  is  reduced  by  avoiding  direct  investments 
in  start-up  and  venture  capital  situations  and  by  limiting  holdings  in  any  one  company. 

(g)  The  Global  Structured  Equity  Pooled  Fund  is  managed  with  the  objectiv  e  of  prov  iding  inv  estment  returns 
comparable  to  the  total  return  of  the  Morgan  Stanley  World  Equity  Index.  The  Pool  prov  ides  exposure  to 
global  markets  through  the  use  of  structured  investments  such  as  foreign  equity  index  sw  aps  and  interest  rate 
swaps.  All  payments  and  receipts  relating  to  swaps  are  in  Canadian  dollars.  Participation  in  the  Pooled  Fund 
qualifies  as  a  Canadian  inv  estment  under  the  foreign  content  constraint  policy  of  the  Fund. 

(h)  The  United  States  Pooled  Equity  Fund  is  managed  w  ith  the  objective  of  attaining  investment  returns 
comparable  to  Standard  and  Poor's  500  Total  Return  Index  over  a  four  year  period.  The  portfolio  is 
comprised  of  common  stocks  of  corporations  w  ith  high  growth  potential  in  the  United  States.  Technology, 
consumer  products,  energy  and  financial  services  are  the  sectors  emphasized  by  the  Pooled  Fund. 

Note  4       Risk  Management 

Income  and  financial  returns  of  the  Fund  are  exposed  to  credit  nsk  and  price  risk.  Credit  nsk  relates  to  the 
possibility  that  a  loss  may  occur  from  the  failure  of  another  party  to  perform  according  to  the  terms  of  a  contract. 
Price  risk  is  comprised  of  currency  nsk,  interest  rate  nsk  and  market  nsk.  Currency  nsk  relates  to  the  possibility 
that  the  investments  will  change  in  value  due  to  future  fluctuations  in  foreign  exchange  rates.  Interest  rate  risk 
relates  to  the  possibility  that  the  investments  will  change  in  value  due  to  future  fluctuations  in  market  interest  rates. 
Market  risk  relates  to  the  possibility  that  the  inv  estments  will  change  in  value  due  to  future  fluctuations  in  market 
prices. 

In  order  to  earn  the  greatest  financial  returns  at  an  acceptable  level  of  risk,  management  of  the  Fund  has  established 
a  policy  asset  mix  of  40%  to  70%  fixed-income  instruments  and  30%  to  60%  equities.  Risk  is  reduced  through 
asset  class  diversification,  div  ersification  w  ithin  each  asset  class,  quality  constraints  on  fixed-income  instruments, 
and  restnctions  on  amounts  exposed  to  countries  designated  as  emerging  markets.  Borrowing  or  leveraging  is  not 
allow  ed  w  ith  the  exception  of  pre-existing  mortgages  on  real  estate  properties.  Controls  are  in  place  respecting  the 
use  of  derivatives  (see  Note  5).  Forward  foreign  exchange  contracts  are  used  to  manage  currency  exposure  in 
connection  with  secunties  purchased  in  foreign  currency. 

Foreign  exchange  contracts  are  contractual  agreements  to  exchange  specified  currencies  at  an  agreed  upon 
exchange  rate  and  on  an  agreed  settlement  date  in  the  future.  As  at  March  31,1 997,  the  Fund's  proportionate  share 
of  outstanding  forward  foreign  exchange  contracts  issued  bv  the  External  Managers  Fund  amounted  to  55,088,000 
(1996  S6.220.0O0). 
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Note  5       Index  Swaps  and  Interest  Rale  Swaps 

Pooled  funds  use  index  and  interest  rate  swaps  to  enhance  return.  A  swap  is  a  contractual  agreement  between  two 
parties  to  exchange  a  scries  of  cash  flows  based  on  a  notional  amount  and  does  not  involve  the  exchange  of  ilie 
underlying  principal. 

An  index  swap  invok  es  the  exchange  of  a  floating  interest  rate  cash  flow  for  one  based  on  the  performance  of  a 
market  index.  For  interest  rate  swaps,  parties  generally  exchange  fixed  and  floating  rate  interest  cash  flows  based 
on  a  notional  value.  All  swaps  are  supported  by  underlying  securities.  Leveraging  is  not  allowed. 

The  following  is  a  summary  of  the  Fund's  proportionate  share  of  the  notional  value  of  index  and  interest  rate  swaps 
held  or  issued  by  pooled  funds  as  at  March  31,  1997. 


1997  1996 
(Ihousands  of  dollars) 

Index  swaps: 

Bonds  (Canadian  Dollar  Public  Debt  Pool)  S   1,686  S  640 

Foreign  equities  (Global  Structured  Equity  Pooled  Fund)  14,110  11,094 

Interest  rate  swaps: 

Fixed  to  floating  rates  (Canadian  Dollar  Public  Debt  Pool)  381 
Fixed  to  floating  rates  (Global  Structured  Equity  Pooled  Fund)  7,3  "ft  8.099 

Total  S  23.553  S  19.833 


Notional  value  is  the  amount  to  which  a  rate  or  price  is  applied  in  order  to  calculate  the  exchange  of  cash  flows. 

Fair  values  of  swaps  have  been  included  in  the  determination  of  the  fair  values  of  the  respective  pooled  investment 
funds.  Credit  exposure  relating  to  swaps  is  minimal  as  management  deals  only  with  the  most  credit  worthy 
counterparties. 

Note  6       Endowment  and  Retained  Earnings 

The  endowment  was  received  from  the  Alberta  Heritage  Savings  Trust  Fund  on  June  18,  1981.  The  Alberta 
Heritage  Scholarship  Act  provides  that  money  required  by  the  Students  Finance  Board  for  providing  scholarships, 
or  for  paying  the  costs  of  administering  scholarships,  shall  be  paid  from  the  Fund,  but  no  portion  of  the  original 
endowment  may  be  paid  out  of  the  Fund. 

As  at  March  31,1 997,  retained  earnings  consist  of  earnings  and  contributions  reserved  for  the  following  programs: 


1997  1996 
(thousands  of  dollars) 


Alberta  Heritage  Scholarships 

S  123.364 

Sill  ,005 

Aboriginal  Health  Careers  Bursary 

285 

200 

Dr.  Robert  and  Anna  Shaw  Scholarship 

101 

John  and  Anna  Kolesar  Scholarship 

37 

Bursary  Partnerships  Program 

23 

Janet  and  Horace  Allen  Science  Scholarship 

21 

14 

Theodore  R.  Campbell  Scholarship 

20 

Hal  Neldner  Scholarships  and  Telus  Bursaries 

2 

Rosebud  School  of  Arts  Scholarship 

2 

S  123,855 

S  1 1 1.219 

Fair  value  of  endowment  and  retained  earnines  amounted  to  approximately  S265,0 1 3,000  at  March  31,1 997  ( 1 996 
5244.752,000). 
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Note  7       Investment  Income 

l»W7  1^*6 
( thousand*  of  dol  lars I 


Deposits  and  fixed-income  securities: 


n.inncilt  in  ll,*»  (~~  e-*ncr\  1  ul  *>  1        f    "i  E  h  ln\,f"^tni(,nl  Tnicl  rilTlH 

ucposiis  in  inc  v.  oiibunuu  ilu  v  jmi  niveau  i  rem  i  iusi  i  unu 

S  1.007 

S  1.477 

Public  fixed-income  securities,  direct 

6.56S 

7.02S 

Canadian  Dollar  Public  Debt  Pool 

1  486 

706 

Private  Debt  Pool 

I  7q 

203 

Private  Mortgage  Pool 

627 

874 

g  \  ~  s 

1(1  2st> 

Equities: 

Canadian  Pooled  Equities  Fund 

4.872 

3,158 

External  Managers  Fund  (Small-Cap) 

7 1 5 

Private  Equity  Pool 

412 

(51) 

External  Managers  Fund  (Global) 

4.921 

2,082 

Global  Structured  Equity  Pooled  Fund 

1.538 

1.231 

United  States  Pooled  Equity  Fund 

1.216 

1.151 

External  Managers  Fund  (United  States) 

903 

1.648 

14.577 

9.219 

Balanced  Funds: 

External  Managers  Fund  (Balanced  Funds) 

329 

Investment  income 

S  24.435 

S  19.836 

In\estment  income  is  comprised  of  interest,  dividends,  amortization  of  discount  and  premiums  and  net  gains  on 
disposals  of  investments. 

Note  8      Comparative  Figures 

In  1997.  portfolio  investments  reflect  deposits,  securities  and  units  of  pooled  investment  funds  held  by  the  Fund. 
Previously,  the  accounts  of  the  Fund  were  aggregated  on  a  line  by  line  basis  with  the  Fund's  proportionate  share  of 
the  assets,  liabilities  and  net  income  of  pooled  investment  funds.  This  change  in  presentation  has  no  impact  on  the 
endow  ment  and  retained  earnings  of  the  Fund. 

Certain  1996  figures  have  been  reclassified  to  conform  to  1997  presentation. 


Note  9      Approval  of  Financial  Statements 

These  financial  statements  were  approved  by  management. 
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Schedule  I 

ALBERTA  HERJTAGE  SCHOLARSHIP  FUND 
SCHEDULE  OF  INVESTMENTS  IN  CANADIAN  POOLED  EQUITY  FUND 

MARCH  31,  1997 
(thousands  of  dollars) 


1997  1996 


Fair 

Fair 

Cost 

Value 

Cost 

Value 

Deposits  in  the  Consolidated  Cash 

Investment  Trust  Fund 

S  3,701 

S  3.701 

S  1.069 

S  1.069 

Canadian  public  equities  (a)(b) 

Common  shares  and  rights: 

Communications  and  media 

1,253 

2,050 

1,591 

2,038 

Conglomerates 

1,764 

2,840 

1,992 

2,696 

Consumer  products 

1,665 

2,802 

2,243 

3,631 

Financial  serv  ices 

6,855 

12,308 

7,710 

10.579 

Gold  and  precious  minerals 

3,409 

4,566 

3,029 

5,540 

Industrial  products 

6,168 

9,685 

6.650 

8.745 

Merchandising 

1,557 

2,164 

1,300 

1.916 

Metals  and  minerals 

3,695 

5,543 

4,008 

5.340 

Oil  anH  oac 

6,109 

9,386 

5,844 

7.729 

Paper  and  forest  products 

908 

1,514 

2,198 

2.462 

Pipelines 

483 

780 

1,756 

2.086 

Real  estate  and  construction 

164 

243 

Transportation  and  environmental  services 

1,474 

2.348 

996 

1.216 

Utilities 

3.560 

5,656 

4,259 

5,101 

Passive  index 

1,885 

2,821 

405 

582 

40,949 

64,706 

44.071 

59.661 

Accrued  interest  and  accounts  receivable 

275 

275 

196 

196 

Accounts  payable 

(129) 

(129) 

(412) 

(4  12) 

146 

146 

(216) 

(216) 

Total  -  Alberta  Heritage  Scholarship  Fund 

S  44.796 

S  68,553 

S  44.924 

S  60.514 

Total  -  Canadian  Pooled  Equity  Fund 

S  3.084,066 

5  3,31 1,893 

SI  58,684 

S212.722 

(a)  The  Canadian  Pooled  Equity  Fund  is  managed  w  ith  the  objective  of  providing  competitive  returns  while  maintaining 
maximum  preservation  of  participants'  capital.  The  portfolio  is  comprised  of  publicly  traded  equities  in  Canadian 
corporations.  Risk  is  reduced  by  prudent  security  selection  and  sector  rotation. 

(b)  The  industrial  classifications  are  those  used  by  the  Toronto  Stock  Exchange. 
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Schedule 

ALBERTA  HERITAGE  SCHOLARSHIP  FUND 
SCHEDULE  OF  INVESTMENTS  IN  EXTERNAL  MANAGERS  FUND 

MARCH  31,  1997 
(thousands  of  dollars) 


1997  19% 


fair 

Y  air 

Cos! 

\  aluc 

Foreign  public  equity  pools 

Multi-region 

S  12.255 

S 

13.352 

S  12.215 

S 

14,130 

Pacific  basin 

9,799 

8.887 

9,675 

10,741 

Europe.  Australia  and  Far  East 

5.314 

5,423 

4.336 

4,718 

Europe 

3.469 

3.771 

30.837 

31.433 

26.226 

29.589 

United  States 

4.504 

5.699 

4.321 

5.531 

Canadian  small-cap  pools 

9,040 

Canadian  balanced  funds  pools 

3.394 

3.712 

8.963 

9,040 

3.344 

3.-12 

Total  -  Alberta  Heritage  Scholarship  Fund 

S  44.304 

s 

46.172 

S      33.^4  1 

S 

3S.J>  3  2 

Total  -  External  Managers  Fund  (a)(b) 

S2.065.866 

S2 

.267,291 

$2,071,841 

S2 

.410.207 

(a)  The  External  Managers  Fund  is  managed  by  external  managers  with  expertise  in  global  equity  markets  and  Canadian 
small-cap  stocks.  The  objective  of  the  Fund  is  to  provide  investment  returns  higher  than  the  total  return  of  the  applicable 
Morgan  Stanley.  Standard  and  Poor's  and  Toronto  Stock  Exchange  indices  over  a  four-year  period.  The  portfolio  is 
comprised  of  publicly  traded  equity  securities  on  Canadian  and  approved  foreign  markets.  Risk  is  reduced  through 
manager,  strategy  and  market  diversification 

(b)  The  follow  ing  is  a  summary  of  assets  and  liabilities  of  the  External  Managers  Fund  as  at  March  31,  1997: 


1997 


1996 


(thousands  of  dollars) 


Cash  and  short-term  securities 
Accrued  interest  and  accounts  receivable 
Investments 

Public  equities 

Convertible  bonds 

Fixed-income  securities 
Accounts  payable 


S  174,077 
20,838 

1,895.761 
19.880 

(44,690) 
S  2.065.866 


S  196.616 
22.426 

1,823,705 
12.520 
46.988 
(30.414) 
S  2.071.841 
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ALBERTA  RISK  MANAGEMENT  FUND 
FINANCIAL  STATEMENTS 
MARCH  31,  1997 
(unaudited) 

Balance  Sheet 

Statement  of  Revenue,  Expenses  and  Deficit 
Notes  to  the  Financial  Statements 


ALBERTA  RISK  MANAGEMENT  FUND 
BALANCE  SHEET 
AS  AT  MARCH  31,  1997 
(unaudited) 


Cash 

Accounts  receivable  (Note  4) 


ASSETS 


1997 


S  1,913,581 
471,780 
S  2.385,361 


1996 


S  4.293.217 
311,995 
S  4,605.2 12 


LIABILITIES  AND  DEFICIT 


Accounts  pax-able  (Note  5) 
Deficit 


S  8,492,217 
6,106,856 
5  2,385.361 


S  7,114.635 
2.509,423 
5  4,605,212 


The  accompanying  notes  are  part  of  these  financial  statements. 


ALBERTA  RISK  MANAGEMENT  FUND 
STATEMENT  OF  REVENUE,  EXPENSES  AND  DEFICIT 
FOR  THE  YEAR  ENDED  MARCH  3 1 ,  1 997 
(unaudited) 


1997  1996 


Budget 

Actual 

Actual 

Revenue 

Insurance  services 

Province  of  Alberta  funds  and  agencies 

5  4,457,000 

S  4,395,907 

5  5,458,713 

Other 

243,000 

984,480 

903,156 

Interest  income 

250,000 

240,181 

357.328 

4,950,000 

5,620,568 

6,719,197 

Expenses 

Insurance  claims,  premiums  and  services 

4,975,000 

9,218,001 

5,573,312 

Excess  (deficiency)  of  revenue  over  expenditure 

5  (25,000) 

(3,597,433) 

1,145.885 

Deficit  at  beginning  of  year 

2,509,423 

3.655.308 

Deficit  at  end  of  year 

5  6,106,856 

S  2,509,423 

The  accompanying  notes  are  part  of  these  financial  statements. 
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ALBERTA  RISK  MANAGEMENT  FUND 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
MARCH  31.  1997 
(unaudited) 

Note  I  Authority 

The  Alberta  Risk  Management  Fund  operates  under  the  authority  of  the  Financial  Administration  Act.  Chapter  F- 
9.  Rev  ised  Statutes  of  Alberta  1 9S0,  as  amended. 


Note  2  Purpose 

The  Alberta  Risk  Management  Fund  facilitates  the  provision  of  risk  management  and  insurance  serv  ices  to 
government  departments  and  other  entities  within  the  Alberta  Gov  ernment  by  assuming  the  nsk  of  property  and 
other  losses  in  exchange  for  premiums  related  to  the  lev  el  of  nsk  assumed. 


Note  3       Significant  Accounting  Policies  and  Reporting  Practices 

Claims  prov  isions,  including  prov  isions  for  claims  incurred  but  not  reported,  are  based  on  estimates  made  by 
management.  The  prov  isions  are  adjusted  in  the  period  when  more  experience  is  acquired  and  as  additional 
information  is  obtained. 

Note  4      Accounts  Receivable 

Accounts  receivable  consists  of  the  followinc: 


1997 


1996 


Estimated  claims  recoverable 

Receivable  from  the  General  Revenue  Fund 

Other 


S  249.071 
29,181 
193.328 

S     -4-1. "SO 


S  198.546 
34.231 
79.218 

S  311,995 


Note  5      Accounts  Payable 

Accounts  payable  consists  of  the  follow  ing: 


Estimated  claims  payable 

Payable  to  the  Treasury  Revolv  ing  Fund  -  Administration  costs 

Payable  to  the  General  Revenue  Fund 

Other 


1997 


S  8.230.671 
193,578 
42.512 
25.456 


1996 

S  6,900.851 
185.207 

28.577 


S  8.492.217 


S  7.1 14.635 


Note  6       Administration  Costs 

The  Fund  is  charged  by  the  Treasury  Revolving  Fund  for  administration  costs  incurred  on  its  behalf. 

Note  7       Contingent  Liabilities 

At  March  3 1 .  1 997,  the  Prov ince  w  as  named  as  defendant  in  v  anous  legal  actions  relating  to  insurance  claims.  The 
resulting  loss,  if  any,  from  these  claims  and  other  potential  claims  cannot  be  determined. 

Note  8       Approval  of  Financial  Statements 

These  financial  statements  were  approved  by  management. 
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UTILITY  COMPANIES  INCOME  TAX  REBATES  FUND 
FINANCIAL  STATEMENTS 
MARCH  31,  1997 
(unaudited) 


Balance  Sheet 

Statement  of  Operations 

Notes  to  the  Financial  Statements 


UTILITY  COMPANIES  INCOME  TAX  REBATES  FUND 
BALANCE  SHEET 
AS  AT  MARCH  31,  1997 
(unaudited) 


1997  1996 


ASSETS 

Cash  S  15,993.368  S  15.993,368 

Accounts  receivable  4.178,074  126.435 


S  20,171,442  S  16.1 19,803 


LIABILITIES 

Accounts  payable  S  20,171,442  S  16.1 19,803 


The  accompanying  notes  are  pan  of  these  financial  statements. 


UTILITY  COMPANIES  INCOME  TAX  REBATES  FUND 
STATEMENT  OF  OPERATIONS 
FOR  THE  YEAR  ENDED  MARCH  3 1 ,  1 997 
(unaudited) 

 ]991   1996 

Budeet  Actual  Actual 


Rev  enue 

Transfers  from  Government  of  Canada  S  S  -  S  15,993,368 
Expenses 

Grants  -                        -  15.993,368 


The  accompanying  notes  are  part  of  these  financial  statements. 
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UTILITY  COMPANIES  INCOME  TAX  REBATES  FUND 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
MARCH  31,  1997 
(unaudited) 

Note  I       Auihority  and  Purpose 

The  Utility  Companies  Income  Tax  Rebates  Fund  (the  Fund)  operates  under  the  authority  of  the  Utility  Companies 
Income  Tax  Rebates  Act.  Chapter  U-IO,  Revised  Statutes  of  Alberta  1980,  as  amended. 

The  Fund  makes  payments  to  utility  companies  in  Alberta  for  the  benefit  of  their  customers  from  money 
transferred  by  the  Government  of  Canada  under  the  Public  Utilities  Income  Tax  Transfer  Act  (Canada). 

Note  2       Cessation  of  Operations 

The  Fund  ceased  normal  operations  in  1996-97  due  to  the  termination  of  transfers  by  the  Government  of  Canada. 
The  Fund  will  continue  to  process  adjustments  of  prior  year  taxes  until  1999. 

Note  3       Investment  Income 

Investment  income  of  the  Fund  is  credited  directly  to  the  General  Rev  enue  Fund  of  the  Province  of  Alberta. 


Note  4 


Approv  al  of  Financial  Statements 

These  financial  statements  were  approv  ed  by  management. 


ALBERTA  INSURANCE  COUNCIL 
FINANCIAL  STATEMENTS 
DECEMBER  31,  1996 


Auditor's  Report 
Balance  Sheet 

Statement  of  Revenue,  Expenses  and  Operating  Surplus 
Statement  of  Changes  in  Financial  Position 
Notes  to  the  Financial  Statements 
Schedule  of  Salaries  and  Benefits 
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AUDITOR'S  REPORT 
To  the  Members  of  the  Alberta  Insurance  Council 

I  have  audited  the  balance  sheet  of  the  Alberta  Insurance  Council  as  at  December  31,  1996  and  the 
statements  of  revenue,  expenses  and  operating  surplus  and  changes  in  financial  position  for  the  year 
then  ended.  These  financial  statements  are  the  responsibility  of  the  Council's  management.  My 
responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  my  audit. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement  presentation. 

In  my  opinion,  these  financial  statements  present  fairly,  in  all  material  respects,  the  financial  position 
of  the  Council  as  at  December  31,1 996  and  the  results  of  its  operations  and  the  changes  in  its  financial 
position  for  the  year  then  ended  in  accordance  with  generally  accepted  accounting  principles. 


Edmonton,  Alberta 
March  13,  1997 


Peter  Valentine,  FCA 
Auditor  General 
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ALBERTA  INSURANCE  COUNCIL 
BALANCE  SHEET 
AS  AT  DECEMBER  31,  1996 


1996 


1995 


Current: 

Cash  (Note  3) 
Accounts  receivable 
Prepaid  expenses 

Capital  assets  (Note  4) 


ASSETS 


LIABILITIES  AND  OPERATING  SURPLUS 


Accounts  payable 

Due  to  the  Province  of  Alberta  (Note  5) 
Operating  surplus 


S  1.252.640 
695 
6.795 
1.260,130 
187.487 
S  1.447,617 


S  20.379 
10.330 
30,709 
1,416,908 
S  1.447,617 


S  1.373.193 
709 
10.947 
1.384,849 
57,337 
S  1.442.186 


15,167 
14.855 


30,022 
1.412.164 
S  1.442.186 


The  accompanying  notes  and  schedule 
are  part  of  these  financial  statements. 


ALBERTA  INSURANCE  COUNCIL 
STATEMENT  OF  REVENUE,  EXPENSES  AND  OPERATING  SURPLUS 
FOR  THE  YEAR  ENDED  DECEMBER  31,  1996 


1996  1995 


Budcei 

Actual 

Actual 

(Note  8) 

Revenue: 

Province  of  Alberta 

S  1.070.500 

S  1.097,430 

S  1.055.032 

Interest 

65.000 

7 1 ,962 

99.942 

Miscellaneous 

7,639 

7.826 

.  :  : 

1.177.031 

1.162.800 

Expenses: 

Salaries  and  benefits  (Schedule  1 ) 

620.000 

641.837 

491,618 

Council  meetings 

1  50.000 

108.088 

109.524 

Occupancy 

90.000 

91.967 

89.638 

Professional  fees 

73.000 

65.426 

22,705 

Freight  and  postage 

40.000 

45.272 

42.464 

Communications 

40.000 

40.106 

32.690 

Amortization  of  capital  assets 

38,000 

38.745 

19.133 

Office 

15,000 

30,388 

18,144 

Travel 

25.000 

27.697 

21,695 

Printing  and  stationery 

45.000 

24,870 

29,726 

Legal  fees 

15.000 

20.250 

1,382 

Insurance 

12.500 

10.475 

10.903 

Software  development 

20.000 

2.990 

67.289 

Equipment  rental 

1,548 

6.209 

Move 

19.037 

Other 

22.628 

19.813 

1.IS3.500 

1.172.287 

1.001.970 

Excess  (deficiency)  of  revenue  over  expenses  for  the  year 

S  (43.000) 

4.744 

160,830 

Operating  surplu-.  at  beginning  of  year 

1,412.164 

1.251.334 

Operating  surplus  at  end  of  year 

S  1.416,908 

S  1.412.164 
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1996 

1995 

Operating  activities: 

Excess  of  revenue  over  expenses  for  the  year 

S  4,744 

S  160,830 

Amortization  and  write  off  of  capital  assets 

38,745 

19,133 

43,489 

179,963 

Add  (deduct)  changes  in  non-cash  working  capital: 

Decrease  in  prepaid  expenses 

4,1 52 

5,138 

Decrease  in  accounts  receivable 

14 

608 

Increase  (decrease)  in  accounts  payable 

■  5,212 

(22,1 18) 

Increase  (decrease)  in  due  to  the  Province  of  Alberta 

(4,525) 

3,668 

Net  cash  from  operations 

48,342 

167,259 

Investing  activity: 

Purchase  of  capital  assets 

(168,895) 

(37,584) 

Increase  (decrease)  in  cash 

(120,553) 

129,675 

Cash  at  beginning  of  year 

1.373,193 

1,243.518 

Cash  at  end  of  year 

S  1,252.640 

S  1,373.193 

ALBERTA  INSURANCE  COUNCIL 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
DECEMBER  31,  1996 

Note  1  Authority 

The  Alberta  Insurance  Council  operates  under  the  authority  of  the  Insurance  Act,  Chapter  1-5,  Rev  ised  Statutes  of 
Alberta  1980,  as  amended. 

The  Alberta  Insurance  Council  provides  administration  services  to  the  Life  Insurance,  General  Insurance  and 
Insurance  Adjusters  Councils.  These  Councils  are  responsible  for  regulating  their  segments  of  the  insurance 
industry. 


Note  2       Significant  Accounting  Policies  and  Reporting  Practices 

(a)  Capital  Assets  and  Amortization 

Capital  assets  are  recorded  at  cost.  Amortization  is  calculated  on  a  straight-line  basis  at  the  following  annual 
rates: 

Furniture  and  office  equipment  -  10% 

Computer  equipment  -    33  1/3% 

Computer  software  -    33  1/3% 

Telephone  equipment  -  20% 

(b)  Revenue,  Province  of  Alberta 

Pursuant  to  the  delegation  of  certain  licensing  and  administrative  functions  to  it  by  the  Superintendent  of 
Insurance,  the  Council  collects  prescribed  licensing  and  examination  fees  which  it  remits  to  the  Provincial 
Treasurer.  In  return,  the  Council  receives  from  the  General  Revenue  Fund  of  the  Province  of  Alberta  an 
amount  equal  to  85%  of  the  fees  collected. 


Note  3  Cash 

Cash  includes  SI, 1 82,7 18  (1995  51,257,673)  invested  in  the  Consolidated  Cash  Investment  Trust  Fund  The 
Consolidated  Cash  Investment  Trust  Fund  is  being  managed  w  ith  the  objective  of  providing  competitive  interest 
income  to  depositors  while  maintaining  maximum  security  and  liquidity  of  depositors'  capital.  The  portfolio  is 
comprised  of  high-quality  short-term  and  mid-term  fixed  income  securities  with  a  maximum  term  to  maturity  of 
five  years. 
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Note  4      Capital  Assets 


1996 


1995 


Furniture  and  office  equipment 
Computer  equipment 
Computer  software 
Telephone  equipment 


Cost 


S  102.318 
1 1 1,697 
70,980 
10,262 

$  295,257 


Accumulated 
Amortization 

S  52,848 
46.850 
1,972 
6.100 

S  107.770 


Net 
Book 
Value 


S  49,470 
64,847 
69,008 

4.1(0 

S  1 


Set 
Book 
Value 


S  28.873 
22.430 


6.034 


S  57.337 


Note  5      Due  to  the  Province  of  Alberta 

The  net  balance  at  December  3  1  consists  of: 


Licensing  and  examination  fees  due  to  the  Province  of  Alberta 
Due  from  the  Province  of  Alberta  for  services  rendered 


1996 


S  64.615 
(54,285) 
S  10.330 


1995 


S  99.030 
(84.175) 
S  14.855 


Note  6       Lease  Commitments 

The  Council  is  committed  to  operating  lease  payments  for  business  premises  and  equipment  as  follows: 


1997 
1998 
1999 
2000 
2001 


S  89.955 
S  89.955 
S  89.955 
S  59,058 
S 


Note  8  Budget 

The  1996  budget  was  approved  by  the  Alberta  Insurance  Council  on  October  20,  1995.  and  is  presented  for 
comparison  with  the  1996  actual  figures. 

Note  9       Approval  of  Financial  Statements 

These  financial  statements  were  approved  b\  management. 
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Schedule  1 

ALBERTA  INSURANCE  COUNCIL 
SCHEDULE  OF  SALARIES  AND  BENEFITS 
FOR  THE  YEAR  ENDED  DECEMBER  31,  1996 
PER  DIEM  PAYMENTS  TO  COUNCIL  MEMBERS 

 1926    IW  

#  Total  n  Total 

Councils(a) 


Chairs 

4 

S  22,500 

4 

S  19,350 

Council  Members 

19 

55,100 

19 

57,150 

Total 

23 

5  77,600 

23 

S  76.500 

This  includes  the  Alberta  Insurance  Council,  the  Life  Insurance  Council,  the  General  Insurance  Council  and  the 
Insurance  Adjusters  Council. 

SALARIES  AND  BENEFITS 


1996  1995 


n 

Salary*  b) 

Benefits(c) 

Total 

= 

Total 

General  Manager 

1 

S  73,083 

$  15,579 

$  88,662 

1 

S  66,729 

Manager  of  Compliance 

1 

48,963 

14,569 

63,532 

1 

57,080 

Full-time  staff"'1 

13 

422,110 

58,218 

480,328 

1  1 

359,919 

Part-time  staff 

3 

8,272 

1,043 

9,315 

2 

7,890 

Total 

18 

S  552,428 

S  89,409 

S  64 1,837 

15 

S  491,618 

Salary  includes  regular  base  pay,  bonuses,  overtime  and  accrued  vacation  pay.  Accrued  vacation  pay  for  1996  SI, 066 
(1995  S4.839). 

Employer's  share  of  all  employee  benefits  and  contributions  or  payments  made  on  behalf  of  employees  including  group 
RRSP,  health  care,  dental  coverage,  group  life  insurance,  and  long  and  short-term  disability  plans. 

Full-time  staff  consists  of  all  individuals  working  29  hours  or  more  per  week.  Average  annual  salary  for  1996  S37.509 
(1995  S32.620). 
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ALBERTA  MUNICIPAL  FINANCING  CORPORATION 
FINANCIAL  STATEMENTS 
DECEMBER  31,  1996 

Auditor's  Report 
Balance  Sheet 

Statement  of  Revenue,  Expenditure  and  Retained  Earnings 
Statement  of  Changes  in  Financial  Position 
Notes  to  the  Financial  Statements 
Schedule  of  Sinking  Fund  Assets 
Schedule  of  Long-term  Debt 


AUDITOR'S  REPORT 

To  the  Shareholders  of  the 

Alberta  Municipal  Financing  Corporation 

I  have  audited  the  balance  sheet  of  the  Alberta  Municipal  Financing  Corporation  as  at  December  3 1 , 
1996  and  the  statements  of  revenue,  expenditure  and  retained  earnings  and  changes  in  financial 
position  for  the  year  then  ended.  These  financial  statements  are  the  responsibility  of  the  Corporation's 
management.  My  responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  my 
audit. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement  presentation. 

In  my  opinion,  these  financial  statements  present  fairly,  in  all  material  respects,  the  financial  position 
of  the  Corporation  as  at  December  31,  1996  and  the  results  of  its  operations  and  the  changes  in  its 
financial  position  for  the  year  then  ended  in  accordance  with  generally  accepted  accounting 
principles. 


Peter  Valentine,  FCA 
Auditor  General 

Edmonton.  Alberta 
February  3.  1997 
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ALBERTA  MUNICIPAL  FINANCING  CORPORATION 
BALANCE  SHEET 
AS  AT  DECEMBER  3 1 ,  1996 
(thousands  of  dollars) 


1996 


ASSETS 

Cash 

Accrued  interest  receivable 
Loans  to  local  authorities  (Note  4) 
Sinking  fund  assets  (Note  5  and  Schedule  1 ) 

LIABILITIES  AND  SHAREHOLDERS'  EQUITY 

Liabilities: 

Accrued  interest  payable 

Long-term  debt  (Note  6  and  Schedule  2) 

Shareholders'  equity: 

Share  capital  (Note  7): 

Authorized:  7,500  common  shares,  par  value  S 10  per  share 
Issued  and  fully  paid:  6,378  shares  ( 1 995  6,430  shares) 

Retained  earnings 


S  75,664 
190,436 
4,371,142 
345,764 
S  4,983,006 


S  96,087 
4,574,644 
4,670,731 


64 

312.21 1 
312,275 
S  4,983,006 


1995 
(Restated) 

S  59,856 
204,476 
4,647,508 
312,091 

S  5,223,931 


S  100,734 
4,780,008 
4,880,742 


64 

343,125 
343,189 
S  5.223,931 


R.A.  Splane 

President  &  Chairman  of  the  Board 


R.L.  Ardiel 
Vice-President 


The  accompanying  notes  are 
part  of  these  financial  statements. 
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ALBERTA  MUNICIPAL  FINANCING  CORPORATION 
STATEMENT  OF  REVENUE,  EXPENDITURE  AND  RETAINED  EARNINGS 


FOR  THE  YEAR  ENDED  DECEMBER  3 1 , 

1996 

(thousands  of  dollars) 

1996 

1995 

Budue: 

Actual 

Actual 

(Restated) 

Revenue: 

Interest  on  loans                                                                      S  509,200 

S  504.838 

S  539.039 

A rtiArtt7iiinn  nx  \nnn  /ii vminfQ 

7,500 

50.835 

53,836 

Investment  income  on  sinking  fund  assets 

33.000 

29.173 

30,170 

Interest  on  deposits  and  short-term  investments 

2,000 

2.348 

2,560 

Fees  on  loan  prepayments 

1,000 

1.878 

425 

552.700 

589.072 

626,030 

Expenditure: 

Interest  on  long-term  debt 

544,800 

542.986 

558.495 

Amortization  of  long-term  debt  discounts 

900 

1,321 

1.431 

Administration  and  office  expenses  (Note  8) 

324 

325 

279 

Amortization  of  promissory  note  discounts 

1,000 

308 

2.999 

Debt  issue  and  service  expenses 

45 

36 

28 

Directors'  and  officers'  fees  and  expenses  (Note  8) 

15 

10 

!  5 

547.084 

544.9S6 

563.245 

Excess  of  revenue  over  expenditure  for  the  year 

5.616 

44,086 

62,785 

Retained  earnings,  beginning  of  year  as  restated  (Note  3) 

343,125 

280,340 

Interest  rate  rebate  to  shareholders 

(75,000) 

Retained  earnings,  end  of  year 

S  312.21 1 

S  343.125 

ALBERTA  MUNICIPAL  FINANCING  CORPORATION 

STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 

FOR  THE  YEAR  ENDED  DECEMBER  31,  1996 

(thousands  of  dollars) 

1996 

1995 

(Restated) 

Operating  transactions: 

Excess  of  revenue  over  expenditure  for  the  year 

S  44,086 

S  62,785 

Add  (deduct)  non-cash  items: 

Amortization  of  premiums  and  discounts  on  sinking  fund  assets 

(28.288) 

(27.047) 

Decrease  in  accrued  interest,  net 

9.393 

7.749 

Amortization  of  loan  discounts 

(50,835) 

(53.836) 

Amortization  of  promissory  note  discounts 

308 

2,999 

Amortization  of  long-term  debt  discounts 

1.321 

1.431 

(24,015) 

(5.919) 

Interest  rebate  to  shareholders 

(75.000) 

_ 

Cash  applied  to  operating  transactions 

(99,015) 

(5.919) 

Investing  transactions: 

Loan  repayments 

447,310 

413,596 

New  loans 

(120.109) 

(1 12.140) 

Cash  provided  by  investing  transactions 

327.201 

301.456 

Financing  transactions: 

Debt  issue 

Short-term  notes  payable 

59.692 

207.000 

Debt  retirement: 

Redemption  of  long-term  debt 

(206.685) 

(237,694) 

Redemption  of  short-term  notes,  at  par 

(60.000) 

(210.000) 

Increase  in  sinking  fund  assets,  net 

(5.385) 

(7.623) 

Cash  applied  to  financing  transactions 

(212.378) 

(248.317) 

Increase  in  cash 

15.808 

47,220 

Cash  at  beginning  of  vear 

59.856 

12.636 

Ca»h  at  end  of  year 

S  75.664 

S  59.856 
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ALBERTA  MUNICIPAL  FINANCING  CORPORATION 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
DECEMBER  31,  1996 


Note  I  Authority 

The  Alberta  Municipal  Financing  Corporation  operates  under  the  authority  of  the  Alberta  Municipal  Financing 
Corporation  Act,  Chapter  A-33,  Revised  Statutes  of  Alberta  1980,  as  amended. 

Note  2      Significant  Accounting  Policies  and  Reporting  Practices 

(a)  Sinking  Fund  Investments 

Sinking  fund  investments  are  recorded  at  cost.  The  cost  includes  the  amount  of  applicable  amortization  of 
discount  or  premium  using  the  straight-line  method  over  the  life  of  the  investments. 

Realized  gains  and  losses  on  disposals  of  sinking  fund  investments  are  included  in  the  determination  of 
investment  income.  The  cost  of  disposals  is  determined  on  the  average  cost  basis. 

Where  there  has  been  a  loss  in  value  of  an  investment  that  is  other  than  a  temporary  decline,  the  investment  is 
written  down  to  recognize  the  loss.  The  written  down  value  is  deemed  to  be  the  new  cost. 

Investment  income  on  sinking  fund  investments  accrues  to  the  sinking  fund. 

(b)  Long-term  Debt 

Long-term  debt  discounts,  including  underwriting  commission,  arising  on  the  issue  of  long-term  debt  are 
deferred  and  amortized  over  the  term  of  the  long-term  debt. 

Long-term  debt  is  recorded  net  of  unamortized  discounts. 

Public  long-term  debt  issue  expenses  are  charged  against  income  as  they  are  incurred. 

(c)  Promissory  Note  Discounts 

Promissory  note  discounts  are  amortized  over  the  term  of  the  notes. 

(d)  Discounts  on  Loans  to  Local  Authorities 

Discounts  are  recorded  for  reductions  of  interest  rates  given  on  loans  to  local  authorities  with  interest  rates 
above  a  certain  level  and  are  amortized  to  income  over  the  term  of  these  loans.  Annual  amortization  is  the 
change  in  the  present  value  of  the  remaining  interest  rate  reduction. 

Note  3       Prior  Period  Adjustment 

In  1987  and  1988,  the  Corporation  reduced  annual  interest  rates  on  outstanding  loans  to  14%  and  12.5% 
respectively.  Prior  to  1996,  the  Corporation  did  not  reduce  the  carrying  amount  of  these  loans  to  reflect  the  change 
in  interest  rates. 

In  1996,  the  Corporation  reduced  the  recorded  value  of  the  loans  to  local  authorities  by  an  amount  equal  to  the 
discounted  value  of  future  revenue  concessions  related  to  the  interest  rate  reductions.  The  amount  of  the  reduction 
will  be  amortized  to  income  over  the  remaining  term  of  the  loans. 

As  a  result  of  these  adjustments  which  have  been  recorded  retroactively  in  these  financial  statements,  loans  to  local 
authorities  have  been  reduced  by  SI  70,309,000  at  December  31,  1996  (1995  $213,629,000)  and  amortization  of 
loan  discounts  has  been  increased  by  543.320,000  for  1996  (1995  S45.325.000). 

In  addition,  opening  retained  earnings  have  been  adjusted  as  follows: 

1996  1995 
(thousands  of  dollars) 


Retained  earnings,  beginning  of  year,  as  previously  reported 
Prior  period  adjustment 

Retained  earnings,  beginning  of  year,  as  restated 


$  556,754  S  539.294 

213.629  258.954 
S  343,125  S  280.340 
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1  3' 


Note  4       Loans  to  Local  Authorities 


Loans  to  local  authorities 
Less:  unamortized  discounts 


1996 


199: 


(thousands  of  dollars) 


S  4,576,352 
205,210 
S4.37l.142 


S  4.903,553 
256.045 
S  4.647.508 


Loans  to  local  authorities  mature  as  follows: 


1996 


199; 


Up  to 

1  to  2 

:  to  3 

3  to  5 

5  to  10 

10  Plus 

1  Year 

Years 

Years 

Years 

Years 

Years 

Total 

Total 

(millions  of  dollars) 

Municipal 

$357.8 

S364.9 

S296  6 

S575.5 

$1,025.6 

$594.0 

$3,214.4 

$3,413.8 

Hospital 

1.8 

15 

1.7 

4.0 

3.4 

0.5 

12.9 

14.2 

School 

120.0 

118.0 

116.0 

221.2 

433.0 

340.9 

1.349.1 

1.475.6 

S479.6 

S484.4 

$414.3 

$800.7 

$1,462.0 

$935.4 

S4.576.4 

S4.903.6 

Yield 

10.5% 

10.5% 

10.5% 

10.5% 

10.4% 

9.2% 

10.3% 

10.3% 

Note  5      Sinking  Fund  Assets 


Sinking  fund  assets  relate  to  the  S450,000,000  December  15,  2002  public  issue  of  long-term  debt.  Sinking  fund 
assets  have  been  reclassified  and  are  no  longer  nened  against  long-term  debt  They  are  now  shown  separately  as  an 
asset  on  the  balance  sheet. 


The  following  table  summarizes  maturities  of  sinking  fund  assets  and  yields. 


Up  to 
1  Year 


60 


Yield 


1  to  2 
Years 


2  to  3 
Years 


3  to  3 
Years 


$  7.398 


(thousands  of  dollars) 
7.676  S  330.630 


Total 


S  345.764 


8.9% 


1995 


Total 


S3 12.091 


10.2° 


Note  6       Long-term  Debt 

(a)  The  long-term  debt  of  the  Corporation  is  fully  guaranteed  by  the  Province  of  Alberta 

(b)  Long-term  debt  amounting  to  S3.656.S63,000  held  by  the  Canada  Pension  Plan  Investment  Fund  is 
redeemable  at  the  option  of  the  Minister  of  Finance  of  Canada  by  giving  six  months  notice  in  writing  and 
observing  the  other  redemption  provisions  of  the  long-term  debt  agreement. 

(c)  Assuming  that  the  related  debt  is  held  to  maturity  (schedule  2).  sinking  fund  and  long-term  debt  redemption 
requirements  during  each  of  the  nevt  five  years  are  as  follows: 

Lone-term 


Sinking 

Debt 

Fund 

Redemption 

Total 

(thousands  of  dollars) 

1997 

S  4.500 

S    175.457  S 

179.957 

1998 

4.500 

226.645 

231.145 

1999 

4.500 

294.206 

298.706 

2000 

4.500 

442.367 

446.867 

2001 

4.500 

331.739 

336.239 

s  ::.5ou 

i  1 .4^0.4  I  4 

1.492.914 

The  follow  ing  table  summarizes  maturities  of  long-term  debt  and  yields 
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1996  1995 


Up  to 
1  Year 

1  to  2 
Years 

2  to  3 
Years 

3  to  5           5  to  10 
Years  Years 

10  Plus 
Years 

1  oial 

Total 

(millions  of  dollars) 

$  175.5 

$  226.6 

$  294.2 

$  774.1  $2,183.3 

$  925.2 

$4,578.9 

$4,785.5 

Yield  1 1 .0%  1 1 .2% 


Note  7      Share  Capital 

Particulars  of  share  capital  are  summarized  hereunder: 

Number  of  Shares 

Total 


Issued  and 

Dollar 

Class 

Restricted  to 

Authorized 

Fully  Paid 

Amount 

A 

Provincial  Treasurer 

4,500 

4,500 

$  45,000 

B 

Municipalities  and  hospitals 

1,000 

850 

8,500 

C 

Cities 

750 

580 

5.800 

I) 

Towns  and  villages 

750 

313 

3,130 

E 

Schools,  universities  and  colleges 

500 

135 

1,350 

7,500 

6,378 

S  63.780 

During  the  year.  1 0  Class  B.  2  Class  C,  I  Class  D  and  2  Class  E  shares  were  issued  and  63  Class  B,  3  Class  D  and  I 
Class  E  shares  were  cancelled  at  SI 0.00  each. 


Note  8      Directors'  Fees  and  Related  Party  Transactions 

Directors'  fees  paid  by  the  Corporation  are  as  follows: 

1996  1995 


Number  of  Number  of 

Individuals  Total  Individuals  Total 


Chairman  of  the  Board  1  $1,300  I  $1,300 

Board  members  8  $2,400  7  $3,000 


Two  of  the  Board  members  are  employees  of  the  Province  of  Alberta  and  do  not  receive  compensation  from  the 
Corporation. 

The  Corporation  has  no  employees  Administration  and  office  expenses  of  $262.33 1  ( 1995  $233.1  17)  were  paid  to 
the  controlling  shareholder.  Province  of  Alberta  at  prices  which  approximate  market. 


Note  9       Fair  Value  of  Financial  Instruments 

The  amounts  set  out  in  the  table  below  represent  the  fair  value  of  the  Corporation's  financial  instruments  using  the 
valuation  methods  and  assumptions  described  below 


The  estimated  fair  value  approximau^  amounts  at  which  these  financial  instruments  could  currently  be  exchanged 
in  an  arm's  length  transaction  between  willing  parties  who  are  under  no  compulsion  to  act.  Many  of  the 
Corporation's  financial  instrument  lack  an  a\ailable  trading  market,  therefore  fair  values  are  based  on  estimates 
using  present  value  techniques  which  are  significantly  affected  by  assumptions  concerning  the  timing  of  future 
cash  flows  and  discount  rates  Therefore  fair  value  amounts  should  not  be  interpreted  as  being  necessarily 
realizable  in  an  immediate  settlement  of  the  instruments 


As  at  December  31.1 996 


As  at  December  3  1 ,  1995 


Assets 

Cash 

Sinking  Fund  Securities 

Loans 

Liabilities 

Debt 


Fair 
Value 


S  75.664 
376,796 
5,423.500 

5.700.868 


Book 
Value 


Fair 
Value 


(thousands  of  dollars) 


$  75,664 
345,764 
4.371.142 

4,574,644 


$  59,856 
329,972 
5.561,700 

5,759,331 


Book 
Value 


i  59.856 
312.091 
4,647,508 

4,780,008 


Note  10  Budget 

The  1996  Revenue  and  Expenditure  budget  was  approved  by  the  Board  of  Directors  on  December  15,  1995. 
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Note  1 1     Comparative  Figures 

The  1995  figures  have  been  reclassified  where  necessary  to  conform  to  1996  presentation. 
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ALBERTA  MUNICIPAL  FINANCING  CORPORATION 
SCHEDULE  OF  SINKING  FUND  ASSETS 
AS  AT  DECEMBER  31,  1996 
(thousands  of  dollars) 


Schedule  1 


Investments 

Bonds  and  debentures: 

Government  of  Canada,  direct  and  guaranteed 
Provincial,  guaranteed: 

Alberta  Municipal  Financing  Corporation 

Other 

Bond  coupons  and  residuals: 
Government  of  Canada,  direct 
Provincial,  direct: 

Alberta  Municipal  Financing  Corporation 
Other 

Total 

Other  Assets 
Cash 

Accrued  interest  receivable 
Total 

Total  1996 


Par 
Value 


S  5,556 

1,933 
50,000 


Book 
Value 


S  5,547 

Z223 
33,931 

99,241 

190,778 
13,984 
345,704 

5 

 55_ 

 60_ 

S  345,764 


Market 
Value 


S  6,850 

2.384 
37,125 

106,901 

208,088 
15,388 
376,736 

5 

 55_ 

 60_ 

S  376,796 


Total  1995 


S3 12,091 


S  329.972 
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.j  Schedule  2 

ALBERTA  MUNICIPAL  FINANCING  CORPORATION 
SCHEDULE  OF  LONG-TERM  DEBT 
AS  AT  DECEMBER  3 1 ,  1 996 
(thousands  of  dollars) 


Interest 

Face 

Principal 

Date  of  Issue 

Maruritv  Date 

Rate 

Value 

Outstandine 

Province  of  Alberta 

NovOl,  1979 

NovOl.  1999 

11.70 

$  70.000 

S  70,000 

Mar03,  1980 

Mar  03,  2000 

13.45 

35.000 

35,000 

Aug  15.  1980 

Aug  15,  2000 

13.20 

35,000 

35.000 

Total 

140,000 

Canada  Pension  Plan  Investment  Fund  (Note  6(b)) 

Oct  14,  1977 

SepOl,  1997 

9.06 

163,457 

163,457 

Oct  16.  1978 

SepOl.  1998 

9.31 

176.645 

176.645 

Nov  15,  1979 

Oct  01,  1999 

10.04 

219.206 

219,206 

Nov  14,  19S0 

Oct  0 1 ,  2000 

12.35 

222.367 

222,367 

Sep  15,  1981 

Aug  01,  2001 

14.18 

216,739 

216,739 

JunOl.  1982 

Jun 01. 2002 

15.75 

274,735 

274,735 

Apr  05,  1983 

Apr  05,  2003 

13.82 

209,284 

209,284 

DecOl,  1983 

Dec  01,  2003 

11.50 

231,739 

231,739 

Dec  03,  1984 

Dec  03, 2004 

13.25 

338,491 

338.491 

Nov  01,  1985 

NovOl,  2005 

1 1.66 

283.604 

283,604 

Nov  03.  1986 

Nov  03,  2006 

9.85 

395,396 

395.396 

Nov  02,  1987 

Nov  02,  2007 

9.66 

335,383 

335.383 

Oct  03.  1988 

Oct  03,  2008 

10.04 

259,294 

259.294 

Oct  02.  1989 

Oct  02.  2009 

9.99 

291.414 

291.414 

NovOl,  1989 

Nov  01,  2009 

9.62 

32,457 

32.457 

Dec  01.  1989 

Dec  01,  2009 

9.26 

6.652 

6.652 

Total 

3,656.863 

Public 

Dec  17,  1979 

Dec  15.2000 

1 1.85 

70,000 

70.000 

Jul  02.  1980 

Jul  03,  2000 

1 1.75 

30,000 

30.000 

Dec  01.  1980 

Dec  0 1 ,  2000 

13.65 

50.000 

50.000 

Mar  02.  1981 

Mar  02.2001 

14.10 

30.000 

30.000 

Jun  15. 1981 

Jun  15.2001 

16.25 

85.000 

85.000 

Jan  18.  1983 

•  Dec  15.  2002 

12.25 

450,000 

450,000 

Nov  02.  1993 

Nov  02.  1998 

6.00 

2,000 

2,000 

Nov  04.  1993 

Nov  04,  1998 

5.50 

8,000 

8.000 

Nov  04.  1993 

Nov  04.  1998 

5.50 

5.000 

5.000 

Nov  12.  1993 

Nov  12,  1997 

6.00 

2.000 

2.000 

Nov  16.  1993 

Nov  04.  1998 

5.50 

5,000 

5.000 

Nov  16,  1993 

Nov  04.  1998 

5  50 

5.000 

5.000 

Nov  18.  1993 

Nov  18.  1998 

6.00 

10,000 

10.000 

Nov  18.  1993 

Nov  18,  1998 

6.00 

10.000 

10.000 

Nov  18,  1993 

Nov  18,  1998 

6.00 

5,000 

5.000 

Mar  23,  1994 

Mar  23,  1999 

6.25 

1,000 

1,000 

Mar  21.  1994 

Mar  21.  1997 

5  00 

5,000 

5.000 

Mar  23,  1994 

Mar  23.  1999 

6.25 

4.000 

4,000 

Mar  21,  1994 

Mar  21.  1997 

6.00 

5.000 

5.000 

Total 

782.000 
4,578,863 

Less:  Unamortized  long-term  debt  discount 

4,219 

Total  long-term  debt 

S  4.5"4.M4 

A\1FC  has  the  right  to  redeem  the  debentures  of  this  issue  in  vvhole  but  not  in  part  on  December  1 5.  2000  or  any  interest 
payment  date  thereafter  prior  to  maturity 


MINISTRY  OF  TREASURY  ANNUAL  REPORT  1996-97 


ALBERTA  PENSIONS  ADMINISTRATION  CORPORATION 
FINANCIAL  STATEMENTS 
DECEMBER  31,  1996 

Auditor's  Report 
Balance  Sheet 
Statement  of  Income 

Statement  of  Changes  in  Financial  Position 
Notes  to  the  Financial  Statements 


AUDITOR'S  REPORT 
To  the  Shareholder  of  Alberta  Pensions  Administration  Corporation 

I  have  audited  the  balance  sheet  of  the  Alberta  Pensions  Administration  Corporation  as  at 
December  31,1 996  and  the  statements  of  income  and  changes  in  financial  position  for  the  year  then 
ended.  These  financial  statements  are  the  responsibility  of  the  Corporation's  management.  My 
responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  my  audit. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement  presentation. 

In  my  opinion,  these  financial  statements  present  fairly,  in  all  material  respects,  the  financial  position 
of  the  Corporation  as  at  December  31,  1996  and  the  results  of  its  operations  and  the  changes  in  its 
financial  position  for  the  year  then  ended  in  accordance  with  generally  accepted  accounting 
principles. 


Edmonton,  Alberta 
February  27,  1997 


Peter  Valentine,  FCA 
Auditor  General 
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ALBERTA  PENSIONS  ADMINISTRATION  CORPORATION 
BALANCE  SHEET 
AS  AT  DECEMBER  31,  1996 

1996  1995 

ASSETS 

Current: 

Cash  (Note  4)  S     34.170  S  862,122 

Accounts  receivable  6,196 
Due  from  pension  plans  -  operating  costs  1 .3 1  ■'vSn?  23v^52 

1.359,171  1.121.074 

Capital  assets  (Note  5)  1,569,474  881.188 

S  2.928.645  5  2.002.262 


LIABILITIES  AND  SHAREHOLDERS  EQUITY 

Current: 

Accounts  payable  and  accrued  liabilities                                                          S    721.344  S  866,739 

Accrued  salary  and  wages                                                                                637,826  254,334 

Due  to  pension  plans  -  capital  advances  (Note  6)                                                     290.5 16  2 16.704 

1,649,686  1,337,777 

Due  to  pension  plans  -  capital  advances  (Note  6)                                                      1,278,958  664.484 

2,928,644  2.002.261 

Shareholders  equity  : 

Share  capital  (Note  7)   _ 


S  2.928.645  S  2.002.262 


On  behalf  of  the  Board: 

D.  W.  Hughes 
Director 


The  accompanying  notes  are  part 
of  these  financial  statements. 


J.  H.  McMahon 
Director 


ALBERTA  PENSIONS  ADMINISTRATION  CORPORATION 
STATEMENT  OF  INCOME 
FOR  THE  YEAR  ENDED  DECEMBER  31,  1996 
(with  comparative  figures  for  the  two  months 
ended  December  31,  1995) 


Actual 

Budget 

Actual 

19% 

1996 

1995 

(Note  U) 

Revenue 

Service  revenue  (Note  8) 

S  S.OS2.559 

S  8.529.000 

S  1.853.486 

Operating  costs 

Staff  and  related  costs  (Note  9) 

4.906.787 

4,924.000 

1.045,853 

Contract  services  (Note  10) 

284.693 

287.000 

41,858 

Materials  and  supplies 

441.438 

510.000 

68,936 

Data  processing 

723,439 

725.000 

99.900 

Rent 

428,946 

430,000 

72,893 

Amortization  of  capital  assets 

359.344 

433.000 

35.151 

Corporate  operating  costs 

7,144.647 

7,309,000 

1,364.591 

Plan  specific  costs  (Note  1  1  1 

937.912 

1.220.000 

4SS.895 

Total  operating  costs 

8.0S2.559 

8,529.000 

1.853.486 

Net  income 

s 

s 

S 
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ALBERTA  PENSIONS  ADMINISTRATION  CORPORATION 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  YEAR  ENDED  DECEMBER  3 1 ,  1 996 
(with  comparative  figures  for  the  two  months 
ended  December  31,  1995) 


1  WO 

1  Q<K 
1 7yj 

Operating  activities 

Net  income 

C 

.3 

o 

Item  not  requiring  cash 

Amortization 

5  J,  1  D  1 

JJ,  I J  1 

Changes  in  non-cash  working  capital 

Increase  in  accounts  receivable 

(0,1  Vo) 

Increase  in  due  from  pension  plans  -  operating  costs 

t  1   AvO  O  <  "J  \ 

(  l,Ujy,85 i) 

Increase  (decrease)  in  accounts  payable  and  accrued  liabilities 

(145,395) 

866,739 

Increase  in  accrued  salary  and  wages 

383,492 

254,334 

(468,608) 

897,272 

Investing  activities 

Acquisition  of  capital  assets 

(1,047,630) 

(916,339) 

Financing  activities 

Increase  in  due  to  pension  plans  -  capital  advances 

'688,286 

881,188 

Share  capital 

1 

688,286 

881,189 

Increase  (decrease)  in  cash  for  the  period 

(827,952) 

862,122 

Cash  at  beginning  of  period 

862,122 

Cash  at  end  of  period 

S  34,170 

S  862,122 

ALBERTA  PENSIONS  ADMINISTRATION  CORPORATION 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
DECEMBER  31,  1996 

Note  1  Authority 

The  Alberta  Pensions  Administration  Corporation  was  incorporated  on  August  10,  1995  under  the  Business 
Corporation  Act,  Chapter  B- 15,  Statues  of  Alberta,  and  commenced  operations  on  November  1 ,  1 995.  The  issued 
share  of  the  Corporation  is  owned  by  the  Province  of  Alberta,  and  accordingly  the  Corporation  is  exempt  from 
income  taxes. 


Note  2       Nature  of  Operations 

The  Provincial  Treasurer  of  Alberta  operating  under  the  authority  of  the  Public  Sector  Pension  Plans  Act.  Chapter 
P-30.7,  Statues  of  Alberta  1993,  as  amended,  is  responsible  for  administering  several  Alberta  public  sector 
pensions  plans.  On  November  1,  1995,  the  Provincial  Treasurer  transferred  all  of  the  pension  administration 
operations,  including  all  related  computer  hardware,  computer  software,  office  furniture  and  equipment  to  the 
Corporation. 

By  agreement  dated  November  1,  1995,  between  the  Provincial  Treasurer,  as  administrator  of  the  pension  plans, 
and  the  Corporation,  the  Corporation  is  to  provide  administrative  services,  on  a  cost  recovery  basis,  for  the  period 
November  1,  1995  through  March  31,  1999  to  the  following  pension  plans: 

The  Local  Authorities  Pension  Plan 

The  Public  Service  Pension  Plan 

The  Universities  Academic  Pension  Plan 

The  Special  Forces  Pension  Plan 

The  Management  Employees  Pension  Plan 

The  Public  Service  Management  (Closed  Membership)  Pension  Plan 
The  Members  of  the  Legislative  Assembly  Pension  Plan 
The  Provincial  Judges  and  Masters  In  Chambers  Pension  Plan 

All  administrative  services  required  by  the  pension  plans  are  provided  by  the  Corporation.  These  serv  ices  include 
the  collection  of  contributions,  payment  of  benefits  and  refunds,  communication  to  stakeholders,  pension  plan 
board  support  services  and  other  services  specifically  approved  by  individual  pension  boards. 
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Note  3       Significant  Accounting  Policy 
Capital  Assets 

Capital  assets  are  recorded  at  cost. 

Capital  assets  are  amortized  on  a  straight  line  basis  over  the  estimated  useful  life  of  the  asset  as  follows: 


Computer  equipment  2  to  3  years 

Computer  software  2  to  3  years 

Telephone  system  3  years 

Furniture  and  equipment  5  years 


Capital  assets  under  construction  including  software  development  projects  are  not  amortized  until  completion  and 
implementation. 

Note  4  Cash 

Cash  consists  of  deposits  in  the  Consolidated  Cash  Investment  Trust  Fund  of  the  Province  of  Alberta.  The  Fund  is 
invested  primarily  in  securities  maturing  in  less  than  one  year  which  are  either  issued  or  guaranteed  by  the 
Canadian  federal  and  provincial  governments,  deposits  given  by  or  guaranteed  by  chartered  banks,  or  short-term 
investment-grade-quality  notes  of  Canadian  corporations.  Interest  is  earned  on  the  daily  cash  balance  at  the 
average  rate  of  earnings  of  the  Fund  which  vanes  depending  on  prevailing  market  interest  rates,  interest  earned  is 
applied  against  operating  expenses  to  reduce  total  administrative  costs  of  the  plans. 

Note  5      Capital  Assets 


1996 

1995 

Accumulated 

Net  Book 

Net  Book 

Cost 

Amortization 

Value 

Value 

Computer  equipment 

S 

447,922 

S  176,400 

S  271,522 

S  278.741 

Computer  software 

154.314 

86.384 

67,930 

133.940 

Telephone  system 

42,515 

1,181 

41,334 

Furniture  and  equipment 

9,157 

755 

8,402 

2,174 

Software  development  projects 

191,891 

129,774 

62,1 17 

94,341 

Technology  Process  Re-engineering 

1.1 18.169 

1.1  18.169 

•  371.992 

s 

1,963.968 

S  394.494 

S  1.569.474 

S  881.188 

The  Corporation  has  suspended  work  on  technology  process  re-engineering  pending  assessment  of  client  serv  ice 
requirements  and  development  of  plans  to  minimize  the  risk  associated  with  technology  change.  The  cost 
capitalized  for  the  project  to  December  31,  1996  is  SI  .1 18.169.  If  this  project  does  not  proceed,  the  costs  incurred 
to  date  will  be  amortized  oxer  the  remaining  useful  life  of  the  work  accomplished 

Note  6       Due  to  Pension  Plans  -  Capital  Advances 

The  Corporation  receiv  es  non-interest  bearing  adv  ances  from  each  of  the  pension  plans  to  finance  the  acquisition 
or  dev  elopment  of  capital  assets. 

Note  7      Share  capital 

|99fe  1 99  5 

Authorized 

Unlimited  number  of  common  shares 

Unlimited  number  of  preferred  shares 
Issued 

1  common  share,  for  cash  SI  SI 


Note  S      Service  Revenue 

The  Corporation  charged  each  pension  plan  with  its  respective  share  of  the  Corporation's  operating  costs, 
including  the  periodic  amortization  of  capital  assets 


1 996 

1995 

The  Local  Authorities  Pension  Plan 

S  4.653.3  14 

S  953.191 

The  Public  Service  Pension  Plan 

2.259,296 

510.595 

The  Universities  Academic  Pension  Plan 

391.025 

125.731 

The  Special  Forces  Pension  Plan 

247.469 

106.006 

The  Management  Employees  Pension  Plan 

315.416 

98.616 

The  Public  Service  Management  (Closed  Membership)  Pension  Plan 

101,740 

39.168 

The  Members  of  the  Legislative  Assembly  Pension  Plan 

52.105 

9,104 

The  Prov  incial  Judges  and  Masters  in  Chambers  Pension  Plan 

62.194 

11.075 

Total  Service  Revenue 

S  S. 08 2. 5 59 

S  1.853.486 
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Note  9       Related  Party  Transactions 

The  Department  of  Public  Works,  Supply  and  Services  provides  data  processing  services  to  the  Corporation  as  a 
provincial  agency,  for  an  annual  fee  of  approximately  5375,000.  PSC  Payment  System  Corporation  provides 
payroll  and  pension  benefit  payment  services  to  the  Corporation,  for  an  annual  fee  of  approximately  $40,000. 

The  Corporation  has  entered  into  an  agreement,  until  March  31,  1999,  with  the  Province  of  Alberta  to  supply 
manpower  on  a  cost  basis  to  operate  the  business.  Pursuant  to  the  terms  of  the  staff  services  agreement,  the 
Corporation  is  not  liable  for  the  cost  of  vacation  pay  which  has  been  earned  by  the  employees  but  not  yet  paid  by 
the  Prov  ince.  If  the  Corporation  does  not  renew  or  extend  the  agreement  at  March  31,  1999,  the  cost  of  earned 
vacation  would  become  a  liability  of  the  Corporation.  On  an  annual  basis,  an  average  of 2,960  days  of  vacation  are 
earned.  The  approximate  value  of  earned  vacation  pay  at  December  31,1 996  was  54 1 0,000.  It  is  the  policy  of  the 
Corporation  to  provide  staff  with  time  off  to  take  vacation  earned  in  the  prior  year. 

The  following  information  summarizes  manpower  costs  paid  to  the  Province  of  Alberta: 

 1996    1995(1)  

Number  Benefits  Number 

of  and  of 


Individuals(2) 

SalaryO) 

A]lowances(4) 

Total 

Individuals  Total 

Executives 

President1"' 

S  91,619 

S  5,720 

S  97,339 

1       S  17,579 

Chief  Operating  Officer'5' 

18,107 

4,201 

22,308 

Director  Operations 

54,620 

8,678 

63,298 

1  20,098 

Director  Finance 

67,004 

3,999 

71,003 

1  20,002 

Secretary  Pension  Boards 

61,033 

12,259 

73.292 

1  11,600 

Other  managers  (average 

1996  558,855) 

8 

388,166 

82,675 

470,841 

9  65,714 

Other  full-time  staff 

Professional,  Technical 

(average  1996 

39 

1,441.634 

255,124 

1,696,758 

43  329.871 

S43.507) 

Admin.  Support  (average 

1996  530,152) 

73 

1,840,969 

360,135 

2,201,104 

83  384.483 

Non-salaried  staff 

300,621 

62,007 

362.628 

42.707 

S4.263.773 

S  794,798 

5,058.571 

892.054 

Plus:  Other  payments 

154,243 

227,799 

Less:  Staff  costs  capitalized 

(306,027) 

(74.000) 

Amount  Expensed  per 

Financial  Statement 

S  4.906.787 

S  1.045.853 

'  '     The  comparative  figures  are  for  the  two  months  November  and  December  1995. 

Average  number  of  individuals  employed  during  the  year. 

11     Salaries  include  regular  base  pay,  overtime,  honoraria.  Productivity  Plus  awards  and  other  direct  cash  remuneration. 

|Jl  Benefits  and  allowances  include  employer's  share  of  benefits  provided,  including  pensions,  health  care,  dental,  group 
life  insurance,  long-term  disability  plans,  workers' compensation,  payments  in  lieu  of  vacation  earned  but  not  taken, 
professional  memberships  and  tuition. 

151  Salary  and  benefit  figures  for  the  President  are  for  the  period  January  1 .  through  September  1 5,  1996.  This  position  was 
replaced  with  the  Chief  Operating  Officer  position  for  the  remainder  of  the  reporting  period. 

Note  10     Board  Fees 

Included  in  contract  services  are  APA  board  fees  paid  to  members  who  are  not  Prov  incial  Government  employees. 
The  following  summarizes  payments  made 


 1996    1993 

Number  Number 

of  of 

Individuals  Salary  Toial  Individuals  Tola! 

Chairman  of  APA  Board                                                I  $  3,000  5  3.000  1        S  - 

Board  Members                                                           3  6.000  6.000  3  

Total  APA  Board  Fees  S  9.000  S  9.000  S  - 


Note  I  I      Plan  Specific  Costs 

The  Corporation  makes  certain  payments  on  behalf  of  the  pension  plans.  These  costs,  which  are  incurred  directly 
by  the  pension  plans,  and  which  the  Corporation  does  not  control,  are  as  follows: 
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Actual 

Bud'  *Cl 

19% 

1996 

1995 

Pension  board  remuneration 

S  205.990 

S 

174.000 

S  24.056 

C  ontract  sen  ices 

522.096 

773.000 

421.453 

Materials  and  supplies 

209.826 

273.000 

43,386 

S  437.912 

s 

1.220.000 

S  4NS.895 

Note  12     Pension  Liability 

Alberta  Pensions  Administration  Corporation,  pursuant  to  a  staff  sen  ices  agreement,  reimburses  Alberta  Treasury 
for  participation  of  contracted  employees  in  the  Public  Sen  ice  and  Management  Employees  Pension  Plans.  These 
plans  provide  pensions  for  employees  based  on  years  of  senice  and  earnings. 


The  unfunded  pension  liability,  as  at  December  31.  1996.  associated  with  Treasury  employees  contracted  to  the 
Corporation  is  included  in  amounts  disclosed  in  the  Public  Accounts  of  the  Prov  ince  of  Alberta.  Should  these 
contracted  employees  become  employees  of  the  Corporation,  the  estimated  unfunded  pension  liability  assumed  by 
the  Corporation,  would  be  as  follows: 


19% 


Public  Sen  ice  Pension  Plan 
Management  Employees  Pension  Plan 


S  292.860 
310.122 
S  602.982 


1995 


S  327,050 
2  54. s:o 
S  581.870 


The  total  unfunded  pension  liability  for  each  plan  as  at  December  31.1 996  was  determined  by  actuarial  v  aluation 
as  at  December  31,  1995  for  the  Public  Sen  ice  Pension  Plan  and  as  at  December  31,  1994  for  the  Management 
Employees  Pension  Plan,  both  extrapolated  to  December  31,  1996. 

The  actuarial  valuations  were  determined  using  the  projected  benefit  method  prorated  on  sen  ice.  Assumptions 
used  in  the  valuations  are  based  on  each  pension  board's  best  estimate  of  future  ev  ents.  Each  plan's  future 
experience  will  inevitably  vary,  perhaps  significantly,  from  the  assumptions.  Any  differences  between  the 
actuarial  assumptions  and  future  experience  will  emerge  as  gains  or  losses  in  future  valuations  and  will  be 
amortized  over  the  expected  average  remaining  sen  ice  life  of  the  employee  group. 

The  Public  Sector  Pension  Plans  Act  provides  the  basis  for  determining  the  amount  of  the  total  unfunded  liability 
for  each  plan  which  will  be  funded  by  employers.  The  Corporation  pays  Treasury's  employer  share  of  the 
unfunded  liability  through  a  monthly  payroll  surcharge. 


Note  13  Commitments 

The  Corporation  has  entered  into  a  sub-lease  arrangement  w  ith  the  Province  of  Alberta  for  office  premises  until 
December  3  1 .  2002. 

Minimum  annual  rental  commitments  are  as  follows: 

1997  S  504.000 

1998  to  2002  S  518,000 

The  Corporation  has  entered  into  an  agreement  for  provision  of  pension  payroll  senices  until  March  31.1 998.  The 
maximum  amount  payable  for  the  remainder  of  the  contract  is  S 1 8 1 ,500. 

Note  14  Budget 

The  1996  Budget  was  approved  by  the  Board  of  Directors  on  November  20,  1995. 

Note  15     Comparative  Figures 

Comparative  figures  have  been  restated  to  be  consistent  with  the  1996  presentation. 
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AUDITOR'S  REPORT 
To  the  Members  of  the  Alberta  Securities  Commission 

I  have  audited  the  balance  sheet  of  the  Alberta  Securities  Commission  as  at  March  31,1 997  and  the 
statements  of  revenue,  expense  and  retained  earnings,  and  cash  flows  for  the  year  then  ended.  These 
financial  statements  are  the  responsibility  of  the  Commission's  management.  My  responsibility  is  to 
express  an  opinion  on  these  financial  statements  based  on  my  audit. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement  presentation. 

In  my  opinion,  these  financial  statements  present  fairly,  in  all  material  respects,  the  financial  position 
of  the  Commission  as  at  March  31,  1997  and  the  results  of  its  operations  and  the  changes  in  its 
financial  position  for  the  year  then  ended  in  accordance  with  generally  accepted  accounting 
principles. 


Edmonton,  Alberta 
May  2,  1997 


Peter  Valentine,  FCA 
Auditor  General 
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ALBERTA  SECURITIES  COMMISSION 
BALANCE  SHEET 
MARCH  31,  1997 


1997 


ASSETS 

Current: 
Cash 

Accounts  receivable 
Work-in-progress  and  oiher 

Capital  assets  (Note  3) 

LIABILITIES  AND  RETAINED  EARNINGS 

Current: 

Accounts  payable  and  accrued  liabilities 

Unearned  re\  enue 

Current  portion  of  lease  inducement 

Lease  inducement  (Note  5) 
Unfunded  pension  amount  (Note  4) 

Retained  eamincs 


S  10,145.4  1 1 
161.790 
43.310 
10,350.51  1 
792.274 


1.142.785 


519.053 
677,522 
40,158 


1.236,733 
1 20,474 
135.746 
1,492,953 
9.649.832 
S  1  1.142.785 


S  4.120.994 
131.570 
58.699 
4,31 1.263 
561,623 
S  4,872.886 


860.545 
635.42! 

1.495.966 


717.288 
2.213.254 
2.659.632 
S  4,872.886 


Approved  by  the  Members: 

W.L.  Hess.  Q.C. 
Chair 


Ian  E.W,  McConnan,  FCA 
Member 


The  accompanying  notes  and  schedule  are  part 
of  these  financial  statements. 


MINISTRY  OF  TREASURY  ANNUAL  REPORT  1996-47 


ALBERTA  SECURITIES  COMMISSION 
STATEMENT  OF  REVENUE,  EXPENSE  AND  RETAINED  EARNINGS 

FOR  THE  YEAR  ENDED  MARCH  31,  1997 
(with  comparative  figures  for  the  ten  month  period  ended  March  31,  1996) 


1997  1996 


Budget 

Actual 

Actual 

(Note  8) 

Revenue: 

Fees 

S  8,241,301 

S  1 1,763,948 

S  7,219,622 

I  merest 

300,000 

325,932 

1  17,273 

Other 

168,190 

226.552 

164.302 

8,709,491 

12,316,432 

7.501.197 

Expense: 

Salaries  and  benefits.  Schedule  1 

4,368,393 

4,247,146 

2,914,138 

Premises 

451,871 

391,267 

- 

Materials  and  supplies 

202,300 

304,178 

135,643 

Contract  serv  ices 

456,500 

228,123 

791,850 

Travel 

173,460 

164,098 

98,276 

Amortization 

80,000 

140,503 

65,580 

Telephone  and  communications 

117.600 

96,330 

25,1 12 

Member  fees.  Schedule  1 

130,000 

67,700 

68,030 

Other 

1  0V.4UL) 

tit. 

6,149.524 

5.875,967 

4.303,995 

Net  income  before  extraordinary  item 

2,559,967 

6,440,465 

3,197,202 

Extraordinary  item  (Note  6) 

549,735 

Net  income 

2.559,967 

6,990,200 

3,197,202 

Retained  earnings  at  begining  of  period 

2.659,632 

2,659,632 

- 

Excess  of  liabilities  over  assets  assumed 

June  1,  1995  (Note  1) 

(699,913) 

Contributed  leasehold  improvements 

162.343 

Retained  earnings  at  end  of  period 

S  5.219.599 

S  9,649.832 

S  2.659.632 

ALBERTA  SECURITIES  COMMISSION 

STATEMENT  OF  CASH  FLOWS 

FOR  THE  YEAR  ENDED  MARCH  3 1 ,  1 997 

(with  comparative  figures  for  the  ten  mon 

th  period  ended  March  31,  1996) 

1997 

1996 

Cash  provided  by  operations: 

Net  income 

S  6,990,200 

S  3,197,202 

Lease  inducement  received 

199,646 

Amortization 

101,490 

65,580 

Extraordinary  item  (Note  6) 

(549.735) 

6.74  1.601 

3,262,782 

Changes  in  non-cash  working  capital  relating  to  operations: 

Accounts  receivable 

'  (30,220) 

742.280 

Work-in-progress  and  other 

15,390 

(4.200) 

Accounts  payable  and  accrued  liabilities 

(341,493) 

610,969 

Unearned  revenue 

42,101 

(239,579) 

Reduction  of  unfunded  pension  amount 

(31,807) 

(1 19,991) 

Cash  from  operations 

6.395.572 

4,252,261 

Cash  provided  by  financing  acu  ities 

Contributed  leasehold  improvements 

162,343 

Cash  used  in  investing  activities 

Purchase  of  capital  assets 

(371,155) 

(294,760) 

Cash  assumed  from  the  Province  of  Alberta 

1,150 

Change  in  cash  during  the  period 

6,024,417 

4,120,994 

Cash  at  beginning  of  period 

4,120,994 

Cash  at  end  of  period 

S  10.145,411 

S  4.120.994 
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ALBERTA  SECURITIES  COMMISSION 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
MARCH  31,  1997 

Noli'  I       Nature  of  Operations 

The  Alberta  Securities  Commission  (the  "Commission")  was  created  as  a  Provincial  Corporation  on  June  1 .  1 995 
by  the  Securities  Act  (Alberta)  (the  "Act").  The  business  of  the  Commission  is  a  continuance  of  the  regulatory 
activities  previously  conducted  by  Alberta  Treasury.  Effective  June  I.  1995,  the  Commission  assumed  net 
liabilities  amounting  to  S699.913  from  the  Province  of  Alberta. 

The  Lieutenant  Governor  in  Council  designates  the  Commission's  members  and  sets  the  fees  that  the  Commission 
charges  participants  in  the  Alberta  capital  market.  The  Commission  is  responsible  for  the  regulation  of  the  Alberta 
capital  market,  including  the  administration  of  the  Act,  the  Securities  Regulation,  and  the  Alberta  Securities 
Commission  Rules.  In  carrying  out  these  responsibilities,  the  Commission  strives  to  balance  the  needs  of  investors 
for  adequate  protection  with  the  needs  of  industry  to  access  investment  capital  necessary  for  continued  economic 
growth. 

Note  2       Significant  Accounting  Policies 
(a)    Capital  Assets 

Capital  assets  are  recorded  at  cost.  Assets  assumed  from  the  Province  of  Alberta  by  the  Commission  at  the 
commencement  of  business  have  been  accounted  for  at  historic  cost  less  accumulated  amortization.  The 
Commission  capitalizes  labour  and  out  of  pocket  costs  for  significant  indiv  idual  systems  dev  elopment 
projects.  Assets  are  amortized  over  their  estimated  useful  lives  as  follows: 


Computer  equipment 
Furniture  and  equipment 
Systems  development  costs 
Leasehold  improv  ements 

(b)    Revenue  Recognition 


5  years  straight-line 
10  years  straight-line 
5  years  straight-line 

Straight-line  over  the  ten  year  lease  term 


Cost  recoveries  from  Commission  Orders  and  Settlement  Agreements  are  recognized  as  rev  enues  when  cash 
is  received.  Fees  are  recognized  as  revenue  when  the  relevant  order,  receipt,  certificate  or  other 
acknowledgement  is  issued.  Fees  received  concerning  matters  in  progress  at  year  end  are  recorded  as 
unearned  rev  enue  and  an  estimate  of  labour  costs  on  these  matters  is  recorded  as  work-in-progress. 

(c)  Pension  Costs 

Pension  costs  and  recov  eries  are  included  in  salaries  and  benefits.  Pension  costs  and  recoveries  comprise: 
the  cost  of  pension  benefits  earned  by  employees  during  the  year;  interest  on  the  Commission's  share  of  the 
unfunded  pension  amount;  the  amortization  of  deferred  adjustments  over  the  expected  average  remaining 
sen  ice  life  of  employees  which  relate  to  the  long  term;  adjustments  to  the  pension  obligation  recognized 
immediately  if  there  is  reasonable  assurance  that  a  gain  or  loss  has  been  realized;  and  the  effect  of  the  change 
in  the  ratio  used  to  allocate  the  plan's  total  unfunded  amount  to  participating  entities. 

(d)  Cash  payments  received  as  lease  inducements  are  deferred  and  amortized  on  a  straight  line  basis  over  the 
lease  term. 


Note  3       Capital  Assets 


199" 

1996 

Net 

Net 

Accumulated 

Book 

Book 

Cost 

Amortization 

Value 

Value 

Computer  equipment 

S  401,146 

S  189,840 

5  211,306 

S  191.233 

Furniture  and  equipment 

175,747 

54,786 

120,961 

89.994 

Systems  dev  elopment  costs 

1 10,021 

38.507 

71.514 

93.518 

Leasehold  improvements 

422.198 

33,705 

388.493 

186.878 

S  1.109,1  12 

S  316.838 

S  "«2.2"4 

S56I.623 

Note  4       Unfunded  Pension  Amount 

During  the  year,  the  Commission  participated  with  other  members  in  the  Public  Serv  ice  Pension  Plan  and  up  to 
January  1,  1997,  in  the  Management  Employees  Pension  Plan  (see  note  6).  These  plans  provide  pensions  for  the 
Commission's  participating  employees  based  on  years  of  service  and  earnings. 

The  Commission  has  an  unfunded  pension  amount  of  S 1 35,746  for  the  Public  Service  Pension  Plan  as  at  March  3 1 . 
1997.  This  amount  was  determined  bv  actuarial  valuation  as  at  December  31,  1995  extrapolated  to  March  31. 
1997. 
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The  actuarial  valuation  was  determined  using  the  projected  benefit  method  prorated  on  sen  ice.  Assumptions  used 
in  the  valuation  are  based  on  the  Pension  Board's  best  estimate  of  future  events.  The  Plan's  future  experience  will 
ine\  ilably  vary,  perhaps  significantly,  from  the  assumptions.  Any  differences  between  the  actuarial  assumptions 
and  future  experience  will  emerge  as  gains  or  losses  in  future  valuations.  Gains  and  losses  which  relate  to  the  long- 
term  are  amortized  over  the  expected  average  remaining  service  life  of  the  employee  group.  Gains  and  losses  for 
which  there  is  reasonable  assurance  regarding  their  measurement  and  realization  are  recognized  in  income 
immediately. 

The  Public  Sector  Pension  Plans  Act  specifies  the  basis  to  determine  the  amount  of  the  total  unfunded  amount  for 
the  plan  that  will  be  funded  by  employers.  The  Commission's  portion  of  those  employers'  liabilities  was  based  on 
the  Commission's  percentage  of  the  total  pensionable  payroll  of  all  employers  in  the  Plan. 


Note  5      Lease  Inducement 


Pursuant  to  a  ten  year  lease  agreement  effective  April  1.  1996  the  Commission  receiv  ed  from  its  landlord  a  lease 
inducement  of  SI  99,645  and  is  entitled  to  a  further  5199,645  at  the  beginning  of  year  six.  Amortization  for  each 
year  is  S40.158. 


Note  6      Extraordinary  Item 


Effective  January  1,  1997,  the  Commission's  participation  in  the  Management  Employees  Pension  Plan  was 
terminated  by  the  Management  Employees  Pension  Plan  Board.  As  a  result,  the  Commission  has  recognized  the 
corresponding  reduction  of  the  unfunded  pension  amount  in  this  Plan  as  an  extraordinary  item.  The  total  amount  of 
the  reduction  is  5549,735. 


Note  7       Lease  Obligations 


Future  minimum  operating  lease  payments  for  premises  and  equipment  for  each  of  the  next  5  years  and  in 
aggregate  are  as  follows: 

1998  S  468,687 

1999  459,786 

2000  456,215 

2001  456,215 

2002  515.082 
Thereafter  2,022,723 


Total  5  4.378,708 


Note  8  Budget 

The  members  approved  the  Commission's  1 996-97  budget  on  March  7.  1996. 
Note  9  Contingencies 

The  Commission  is  involved  in  various  legal  proceedings  arising  from  its  regulatory  activities.  Management 
considers  the  chance  of  liability  under  these  legal  proceedings  not  to  be  determinable  and  accordingly  an  estimate 
of  any  contingent  loss  cannot  be  made. 

Note  10     Comparative  Figures 

The  comparative  figures  are  for  the  ten  month  period  from  June  1 ,  1 995  to  March  31,1 996.  Certain  1 996  figures 
have  been  reclassified  where  necessary  to  conform  to  1997  presentation. 
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Schedule  I 

ALBERTA  SECURITIES  COMMISSION 
SCHEDULE  OF  SALARIES  AND  BENEFITS 
FOR  THE  YEAR  ENDED  MARCH  3 1 ,  1 997 
(with  comparative  figures  for  the  ten  month  period  ended  March  31,  1996) 


1997  1996 


Number 

Benefits 

of 

and 

Number 

Individuals 

Allowances 

of 

C)            Salary*  3  )<4) 

(5X6) 

Total 

Indit  iduals 

Totalt  1 ) 

Securities  Commission  Members 

(pan-time) 

7  S 

67,700 

S 

S  67,700 

7 

S  68.030 

Chair.  Securities  Commission 

1  $ 

246,100 

S  14.235 

$  260.335 

1 

S  211.976 

Executive  Director 

1 

1 1 2.956 

13.830 

126.786 

1 

83.913 

Directors 

Securities  Analysis 

1 

80.096 

17.610 

97,706 

1 

61.139 

Market  Standards 

1 

82,150 

14.317 

96.467 

1 

61.779 

Finance  and  Administration 

1 

71.881 

17,643 

89.524 

1 

65.507 

Secretary  to  the  Commission 

1 

83,063 

6.968 

90,031 

1 

55,833 

Legal  Sen  ices  and  Policy 

Development 

0.7 

65,418 

15.585 

81,003 

• 

74.745 

Capital  Markets 

1 

65.978 

1 1 .969 

77.947 

1 

48,983 

Senior  Enforcement  Counsel 

0.7 

62.667 

7.694 

70.361 

1 

- 

Other  Management  Employees 

(average  1997  S67.322, 

1996  S54.933) 

8.6 

498.075 

80.891 

578,966 

5 

274.664 

Professional,  technical  (average 

I997  S53.285.  1996  S55.436) 

15.5 

714,415 

1  1 1.497 

825.912 

13 

720,671 

1  epal  (avenpe  1 997  S7S  01  0 

1996  S65,852) 

6.8 

457.664 

58.588 

516.252 

5 

329.260 

Support  staff  (av  erage 

1997  S3 1.1 02.  1996  S25.654) 

31.9 

848.233 

143,933 

992.166 

27 

692,675 

Pan-lime  and  casual  wage  staff 

5.6 

144.327 

2.221 

146.548 

10 

188.120 

S3 

.533.023 

S5  16.981 

4.050.004 

2.869.265 

Termination  benefits 

137.047 

126.082 

Net  change  in  accrued  vacation 

pay  and  work  in  progress 

68.573 

38.782 

Conference  fees,  moving  expenses. 

seconded  personnel,  and  other 

23.329 

Adjustment  to  unfunded  pension 

amount 

(31.807) 

(1 19.991) 

S4.247.146 

S2.914.138 

1996  is  for  a  ten  month  period  only  and  is  not  comparable  to  1997. 
Number  of  individuals  is  the  weighted  av  erage  dunng  the  year. 

Salaries  include  regular  base  pay,  ov  enime.  lump  sum  payments,  honoraria  and  other  direct  cash  benefits. 

Effective  January  1997,  the  Commission's  participation  in  the  Management  Employees  Pension  Plan  was  terminated. 

Benefits  and  allowances  include  the  Commission's  share  of  benefits  provided,  including  pensions,  health  care,  dental, 
group  life  insurance,  long-term  disability,  professional  memberships  and  tuition. 

Benefits  and  allowances  include  the  following  vacation  payouts  for  individuals  separately  identified:  Director. 
Securities  Analysis  S3, 735;  Director,  Finance  and  Administration  S4.023;  Director,  Legal  Services  and  Policy 
Dev  elopment  S5.172;  Director,  Capital  Markets  S2.256. 
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THE  ALBERTA  GOVERNMENT  TELEPHONES  COMMISSION 
CONSOLIDATED  FINANCIAL  STATEMENTS 
DECEMBER  31,  1996 


Auditor's  Report 
Consolidated  Balance  Sheet 

Consolidated  Statement  of  Revenue,  Expenditure  and  Retained  Earnings 
Consolidated  Statement  of  Changes  in  Financial  Position 
Notes  to  the  Consolidated  Financial  Statements 
Consolidated  Schedule  of  Debenture  Debt 


AUDITOR'S  REPORT 


To  the  Members  of 

The  Alberta  Government  Telephones  Commission 

I  have  audited  the  consolidated  balance  sheet  of  The  Alberta  Government  Telephones  Commission  as 
at  December  31,1 996  and  the  consolidated  statements  of  revenue,  expenditure  and  retained  earnings 
and  changes  in  financial  position  for  the  year  then  ended.  These  financial  statements  are  the 
responsibility  of  the  Commission's  management.  My  responsibility  is  to  express  an  opinion  on  these 
financial  statements  based  on  my  audit. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement  presentation. 

In  my  opinion,  these  consolidated  financial  statements  present  fairly,  in  all  material  respects,  the 
financial  position  of  the  Commission  as  at  December  31,1 996  and  the  results  of  its  operations  and  the 
changes  in  its  financial  position  for  the  year  then  ended  in  accordance  with  generally  accepted 
accounting  principles. 


Edmonton,  Alberta 
April  18,  1997 


Peter  Valentine,  FCA 
Auditor  General 
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THE  ALBERTA  GOVERNMENT  TELEPHONES  COMMISSION 
CONSOLIDATED  BALANCE  SHEET 
AS  AT  DECEMBER  3 1 ,  1 996 
(thousands  of  dollars) 


1996  1995 


ASSETS 

Cash  and  short-term  deposits  (Note  3)  $  77,594  $  65.085 

Accounts  receivable  93 1  2,707 

Accrued  interest  receivable  (Note  4)  29,790  33,460 

Taxes  recoverable  176  175 

Notes  receivable  (Note  5)  800.000  950,000 

Loans  receivable  (Note  6)  7,653  19,218 

Other  assets  1.225  1.825 


$917,369  S  1.072.470 


LIABILITIES  AND  EQUITY 

Bank  overdraft  (Note  7)  $    2.319  $  1,667 

Accounts  payable  and  accrued  liabilities  30,670  35,701 

Deferred  income  taxes  29,447  27,987 

Debenture  debt  (Note  8)  800,000  950,000 

Due  to  the  Province  of  Alberta  (Note  9)  54,152  56.328 


916,588  1,071,683 

Equity: 

Retained  earnings 

Foreign  currency  translation  adjustments  (Note  10)  781  787 

$  917.369  $  1.072.470 


The  accompanying  notes  and  schedule  are  pan 
of  these  consolidated  financial  statements 
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THE  ALBERTA  GOVERNMENT  TELEPHONES  COMMISSION 
CONSOLIDATED  STATEMENT  OF  REVENUE,  EXPENDITURE 
AND  RETAINED  EARNINGS 
FOR  THE  YEAR  ENDED  DECEMBER  3 1 ,  1 996 
(thousands  of  dollars) 


1996  1995 


Budget 

Actual 

(Note  15) 

Revenue: 

Interest  on  notes  receivable 

'  $  82,706 

$  82,766 

$  93,925 

Interest  premium  (Note  5) 

2,505 

2,507 

2,850 

Interest  on  deposits 

300 

354 

411 

85,511 

85,627 

97.186 

Expenditure: 

Interest  on  debenture  debt 

82,706 

82,766 

93,925 

Professional  fees 

3 

82,706 

82,766 

93,928 

Net  revenue  from  operations 

2,805 

2,861 

3,258 

Net  revenue  from  discontinued  operations  (Note  1 1 ) 

3,287 

2,963 

16,766 

Excess  of  revenue  over  expenditure  for  the  year 

6,092 

5,824 

20,024 

Retained  earnings  at  beginning  of  year 

6,092 

5,824 

20,024 

Contribution  to  the  Province  of  Alberta 

(6,092) 

(5,824) 

(20,024) 

Retained  earnings  at  end  of  yea  r 

$ 

$ 

$ 

THE  ALBERTA  GOVERNMENT  TELEPHONES  COMMISSION 
CONSOLIDATED  STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  YEAR  ENDED  DECEMBER  3 1 ,  1 996 
(thousands  of  dollars) 


1996 

Operating  Activities: 

Net  revenue  from  operations 

$  2,861 

$  3,258 

Changes  in  non-cash  balances  relating  to  operating  transactions 

87 

4 

2,948 

3,262 

Discontinued  operations  (Note  1 1 ) 

4.744 

24,073 

Cash  provided  by  operating  activities 

7,692 

27,335 

Investing  Activities: 

Decrease  in  notes  receivable 

150,000 

Discontinued  operations  (Note  1 1 ) 

12,165 

66,972 

Cash  provided  by  investing  activities 

162,165 

66,972 

Financing  Activities: 

Repayment  of  debenture  debt 

(150,000) 

Increase  (decrease)  in  amount  due  to  the  Province  of  Alberta 

(2,176) 

20,024 

Contribution  to  the  Province  of  Alberta 

(5,824) 

(20,024) 

(158,000) 

Discontinued  operations  (Note  1  1 ) 

652 

(33,048) 

Cash  applied  to  financing  activities 

(157,348) 

(33.048) 

Increase  in  cash  and  short-term  deposits 

12,509 

61,259 

Cash  and  short-ternvdeposits  at  beginning  of  year 

65,085  , 

3,826 

Cash  and  short-term  deposits  at  end  of  year 

$  77,594 

$  65,085 
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THE  ALBERTA  GOVERNMENT  TELEPHONES  COMMISSION 
NOTES  TO  THE  CONSOLIDATED  FINANCIAL  STATEMENTS 
DECEMBER  31,  1996 


Note  I  Authority 

The  Alberta  Government  Telephones  Commission  operates  under  the  authority  of  the  Telecommunications  Act. 
Chapter  T-3.5,  Statutes  of  Alberta  1988,  as  amended  and  the  Alberta  Government  Telephones  Reorganization  Act, 
Chapter  A-23.5,  Statutes  of  Alberta  1990. 

Note  2      Summary  of  Significant  Accounting  Policies 

(a)  Basis  of  Consolidation 

These  consolidated  financial  statements  include  the  accounts  of  the  following  wholly-owned  subsidiaries: 

•  473654  Alberta  Ltd.  (in  liquidation), 

•  475342  Alberta  Ltd.  (in  liquidation), 

•  NovAtel  Communications  Inc.  (in  liquidation), 

•  NFI  Finance,  Inc., 

•  NovAtel  Finance,  Inc., 

•  Systems  Finance  Inc.,  and 

•  Cellular  Finance  Inc. 

All  subsidiaries  are  considered  to  be  discontinued,  (see  Note  1 1 ) 

All  significant  transactions  between  these  companies  have  been  eliminated. 

(b)  Loans  Receivable 

Loans  receivable  are  stated  at  cost,  which  includes  principal  amounts  outstanding,  less  provisions  for  losses 
on  loans.  Interest  on  loans  is  recognized  as  income  on  the  accrual  basis  unless  the  loans  have  been  classified 
as  non-performing. 

All  loans  which  have  reached  90  days  in  arrears  or  for  which,  in  management's  judgment,  reasonable  doubt 
exists  as  to  the  ultimate  collectibility  of  principal  or  interest,  are  classified  as  non-performing,  and  all  unpaid 
interest  income  is  reversed.  Thereafter  revenue  is  taken  into  income  only  as  collected.  Non-performing 
loans  are  stated  at  the  lower  of  cost  and  estimated  net  realizable  value 


Individual  non-performing  loans  are  reviewed  regularly  and  if,  in  management's  judgment,  full  recovery  of 
principal  is  not  expected,  a  specific  provision  for  estimated  losses  is  recorded.  In  addition,  based  on 
management's  judgment,  a  general  provision  for  loss  is  recorded  to  recognize  unforeseeable  losses  in  the 
loan  portfolio. 

(c)  Deferred  Income  Taxes 

Deferred  income  taxes  are  provided  for  all  significant  timing  differences  between  the  recognition  of  revenue 
and  expenditure  for  financial  statement  and  income  tax  purposes. 

(d)  Foreign  Currency  Translation 

Commencing  January  1 ,  1 993.  the  foreign  operations  have  been  accounted  for  as  self-sustaining  operations 
The  assets  and  liabilities  denominated  in  foreign  currencies  are  translated  into  Canadian  dollars  at  the 
exchange  rates  prevailing  at  the  balance  sheet  date  Revenue  and  expenditures  are  translated  at  average 
exchange  rates  prevailing  during  the  year  Foreign  currency  translation  adjustments  are  deferred  and 
included  in  a  separate  component  of  equity  described  as  "Foreign  Currency  Translation  Adjustments." 

All  other  monetary  assets  and  liabilities  denominated  in  foreign  currencies  are  translated  at  the  rate  of 
exchange  at  the  balance  sheet  date  Gains  and  losses  are  translated  at  the  average  exchange  rate  prevailing 
during  the  year.  The  resulting  gains  or  losses  are  included  in  the  determination  of  excess  of  revenue  over 
expenditure  for  the  year. 

(e)  Valuation  of  Assets  and  Liabilities 

Consistent  with  companies  which  are  liquidating  their  operations,  all  assets  and  liabilities  in  liquidation  are 
reflected  at  their  estimated  realizable  value  at  the  balance  sheet  date  Any  gains  or  losses  ansing  from 
revaluation  of  the  assets  and  liabilities  are  included  in  the  determination  of  excess  of  revenue  over 
expenditure  for  the  year. 


Note  3       Cash  and  Short-term  Deposits 


1996  1995 


(thousands  of  dollars) 

Bank  deposits  $    1 ,604  $  908 

CCITF  account  46,098  37,121 

Short-term  investments  29.892  27.056 

$  77.594  $65,085 
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The  Consolidated  Cash  Investment  Trust  Fund  is  a  demand  account  managed  by  Alberta  Treasury  with  the 
objective  of  providing  competitive  interest  income  to  depositors  while  maintaining  maximum  security  and 
liquidity  of  depositors'  capital.  The  portfolio  is  composed  of  high  quality  short-term  and  mid-term  fixed  income 
securities  with  a  maximum  term  to  maturity  of  five  years. 

Short-term  investments  is  comprised  of  90  day  fixed  rate  US$  term  deposits  issued  by  the  Province  of  Alberta. 
These  term  deposits  are  reinvested  as  they  mature.  Due  to  the  short-term  nature  of  these  investments,  the  stated 
book  value  approximates  fair  value. 

Note  4      Accrued  Interest  Receivable 

Accrued  interest  pertains  to  the  following: 

1996  1995 
(thousands  of  dollars) 

Notes  receivable                                                                                    $29,027  5  32,855 

Loans  receivable,  net  of  provision   763   605 

S  29,790  $  33,460 


Note  5      Notes  Receivable 

1996  1995 


(thousands  of  dollars) 

Notes  receivable  $  6 1 0,000  $  762 ,000 

Sinking  fund  notes  (Note  8)  190,000  188,000 

$  800,000  $  950,000 


The  notes  receivable  were  issued  by  TELUS  Communications  Inc.,  a  subsidiary  of  TELUS  Corporation,  on 
October  4,  1990  pursuant  to  a  debt  reorganization  agreement  between  the  Commission,  the  Province  of  Alberta, 
and  TELUS.  The  notes  are  comprised  of  residual  and  sinking  fund  notes  issued  in  series  that  exactly  match  the 
Commission's  debenture  debt. 

The  notes  bear  interest  at  rates  ranging  from  9.3%  to  1 2.0%.  The  rate  for  each  series  is  0.3%  greater  than  that  of  the 
corresponding  Commission  debenture  debt  series,  representing  an  interest  premium. 

The  notes  matching  those  Commission  debentures  with  sinking  fund  requirements  are  referred  to  as  sinking  fund 
notes. 


Note  6       Loans  Receivable 

1996  1995 


(thousands  of  dollars) 

Performing  $10,188  $22,875 

Non-performing  1 ,344  1 ,505 

11,532  24,380 

Provision  for  losses  on  loans  (3,879)  (5,162) 

$  7,653  $  19,218 


Loans  receivable  represent  amounts  loaned  under  Loan  and  Security  Agreements  with  companies  holding  cellular 
system  licences  in  the  United  States  to  finance  the  acquisition  of  cellular  system  equipment,  to  finance  expansion 
of  operations  and  to  meet  working  capital  requirements. 

The  loans  bear  interest  primarily  at  US.  prime  plus  2%,  are  repayable  in  US  $  commencing  in  the  third  year  of  their 
seven  year  term,  and  are  secured  by  first  charges  on  the  licence  holders'  equipment  and  all  other  assets  including,  to 
the  extent  permitted  by  law,  the  licence,  and  a  pledge  of  their  capital  stock  or  partnership  interests. 

Note  7       Bank  Overdraft 

1996  1995 
(thousands  of  dollars) 

Bank  overdraft  $2,319  $  1,667 


The  bank  overdraft  is  guaranteed  by  the  Province  of  Alberta  and  is  secured  by  a  general  assignment  of  book  debts 
and  a  general  securities  agreement. 

Note  8       Debenture  Debt 

Debentures  are  unconditionally  guaranteed  as  to  principal  and  interest  by  the  Province  of  Alberta. 

In  accordance  with  debenture  deeds,  certain  issues  require  annual  sinking  fund  contributions  of  1%  of  the  principal 
amounts  outstanding.  Contributions  are  required  for  a  period  of  20  years  before  maturity.  Sinking  fund  notes  of 
TELUS  Communications  Inc.  are  held  by  the  Commission  to  meet  these  sinking  fund  requirements. 
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One  debenture  has  an  early  redemption  provision  at  the  Commission's  option  during  the  period  3  years  to  6  months 
prior  to  maturity. 

Anticipated  requirements  to  meet  debenture  debt  repayments  and  sinking  fund  provisions  during  the  next  five 
years  are  as  follows: 

Debentures  Sinking  Fund  Total 


(thousands  of  dollars) 

1997  $400,000                    $      2,000  $402,000 

1998  200,000                         2,000  202,000 

1999  50,000                         2.000  52.000 

2000  -                         1.500  1.500 

2001  -                         1,500  1,500 


Debenture  maturity  amounts  are  exactly  offset  by  notes  of  TELUS  CommuRicauoas  inc.  (Note  5). 
Note  9       Due  to  the  Province  of  Alberta 


1996 

1995 

(thousands 

of  dollars) 

Balance  at  beginning  of  year 

$  56.328 

$  36.304 

Net  revenue  (expenditure)  from  discontinued  operations: 

NFI  Finance.  Inc. 

4,670 

18,134 

473654  Alberta  Ltd. 

(1,707) 

(1.368) 

:.9M 

16.766 

Net  revenue  from  operations  of  the  Commission 

:.sm 

3,258 

Payment  made  to  the  Province  of  Alberta 

(8,000) 

Balance  at  end  of  year 

$  54,152 

$  56.328 

Pursuant  to  section  1 5  of  the  Telecommunications  Act,  the  amount  due  to  the  Province  of  Alberta  can  be  paid,  with 
the  approval  of  the  Lieutenant  Governor  in  Council,  with  money  that  the  Commission  determines  to  be  surplus. 


Note  10     Foreign  Currency  Translation  Adjustments 

1996  1995 
(thousands  of  dollars) 

Balance  at  beginning  of  year  $  787  $  1 ,264 

Translation  adjustments  for  year  arising  from  changes  in  foreign  exchange  rates  (6)  1 4"  i 

Balance  at  end  of  year  >      1  S 


Note  1 1      Discontinued  Operations 

Divestiture  of  NovAtel  Communications  Ltd. 

In  1992.  the  Commission's  wholly-owned  subsidiary,  NovAtel  Communications  Ltd.  (NovAtel)  underwent 
significant  restructuring  under  which  it: 

•  disposed  of  the  cellular  systems  business  and  European  operations  to  third  parties,  and 

•  disposed  of  the  business  of  financing  companies  holding  cellular  system  licences,  the  majority  of  land  and 
buildings  and  certain  other  assets  to  subsidiary  companies  of  the  Commission. 

The  full  amount  of  NovAtel's  bank  advances  and  long-term  debt  was  assumed  by  the  Province  of  Alberta  through 
subsidiary  companies  of  the  Commission. 

On  May  29,  1992,  the  Commission  disposed  of  100%  of  the  shares  of  NovAtel  Communications  Ltd.  to  a  third 
party  Operating  and  divestiture  losses  incurred  from  January  1  to  May  29,  1992  amounted  to  $1 16.6  million.  Net 
liabilities  assumed  by  the  Province  of  Alberta  through  subsidiary  companies  of  the  Commission  were  $244.1 
million  at  May  29,  1992. 


Remaining  subsidiaries  of  the  Commission  hold  assets  and  liabilities  retained  from  NovAtel  after  divestiture.  The 
Commission,  through  third  party  managers,  is  divesting  itself  of  all  assets  of  these  subsidiaries. 
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Change  in  Financial  Position 

1996  1995 
(thousands  of  dollars) 


Operating  activities: 


Net  revenue  from  subsidiary  companies 

S  2,963 

$  16,766 

Write  down  of  other  assets 

707 

Deferred  income  taxes 

1,460 

8,709 

Other  non-cash  items 

(2,109) 

Cash  provided  by  operating  activities 

4.^44 

24,073 

Investing  Activities: 

Decrease  in  loans  receivable 

11,565 

66,972 

Disposal  of  other  assets 

600 

Cash  provided  by  investing  activities 

12,165 

66,972 

Financing  Activities: 

Increase  (decrease)  in  bank  loans 

(33,245) 

Increase  (decrease)  in  bank  overdrafts 

652 

197 

Cash  applied  to  financing  activities 

652 

(33,048) 

Cash  provided  by  discontinued  operations 

S  17.561 

$  57,997 

Note  12  Contingencies 

As  a  condition  of  the  sale  of  NovAtel,  the  Commission  through  473654  Alberta  Ltd.  assumed  the  liabilities 
resulting  from  the  settlement  of  several  lawsuits  against  NovAtel  that  existed  at  May  29,  1992.  An  estimate  of  the 
cost  of  defending  and/or  settling  these  claims  has  been  included  in  the  accrued  liabilities  at  December  31,  1996. 

473654  Alberta  Ltd.  and  NovAtel  filed  a  Statement  of  Claim  for  the  payment  of  commissions  due  under  a 
commission  agreement  between  NovAtel  and  a  cellular  systems  manufacturer.  An  estimate  of  the  potential 
recovery  for  the  benefit  of  the  Company  cannot  be  made. 

473654  Alberta  Ltd.  is  party  to  several  other  lawsuits,  the  potential  outcomes  of  which  are  not  determinable  and,  as 
a  result,  an  estimate  of  loss  cannot  be  made. 

Note  13  Earn-out 

On  August  1,  1995  the  Commission  purchased  from  its  subsidiary  the  right  to  receive,  under  certain  conditions, 
amounts  pursuant  to  the  "earn-out"  provisions  of  a  1992  agreement  and  a  1994  amending  agreement.  $6,000,000 
is  payable  in  annual  instalments  due  on  April  I,  1996  to  1998,  based  on  the  payor's  net  income.  Any  unpaid 
balance  is  payable  on  April  1,  1999.  The  collectibility  of  the  "earn-out"  is  uncertain  as  it  is  based  on  a  number  of 
contingent  events  and  the  payor's  ability  to  pay.  The  Commission  recognizes  such  revenue  as  income  when 
realized. 

Note  14     Fees  and  Benefits 

The  Commission  and  its  subsidiaries  did  not  pay  any  fees  or  benefits  to  their  officers  or  directors  in  1996  and  1995. 
The  Commission  and  its  subsidiaries  have  no  employees. 

Note  15  Budget 

The  1996  budget  was  approved  by  management  on  July  1 1,  1996. 

Note  16     Comparative  Figures 

The  1995  figures  have  been  reclassified  where  necessary  to  conform  to  1996  presentation. 

Note  17     Approval  of  Financial  Statements 

These  financial  statements  were  approved  by  the  Commission. 
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Schedule  1 

ALBERTA  GOVERNMENT  TELEPHONES  COMMISSION 
CONSOLIDATED  SCHEDULE  OF  DEBENTURE  DEBT 
AS  AT  DECEMBER  3 1 ,  1 996 
(thousands  of  dollars) 


Interest 

Original 

Principal 

Date  of  Issue 

Maturity  Date 

Rate 

Issue 

Outstanding 

Jan  15,1987 

Jan  15,1997 

9.0 

$  200,000 

S  200.000 

Jul  8.1987 

Jul      8,  1997 

9.5 

200,000 

200,000 

Jul      7,  1988 

Jul  7,1998 

9.6 

200,000 

200,000 

Nov  15.1979 

Nov  15,  1999  • 

1 1.7 

50.000 

50.000 

May  31.  1983 

May  31.2003  • 

11.5 

150,000 

1 50.000 

Total  Canadian  S  800.000 


*  issues  requiring  sinking  fund  contributions 
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ALBERTA  INTERMODAL  SERVICES  LTD. 
FINANCIAL  STATEMENTS 
DECEMBER  31,  1996 

Auditor's  Report 
Balance  Sheet 

Statement  of  Net  Earnings  and  Retained  Earnings 
Statement  of  Changes  in  Financial  Position 
Notes  to  the  Financial  Statements 


AUDITOR'S  REPORT 

To  the  Shareholder  of  Alberta 
Intermodal  Services  Ltd. 

I  have  audited  the  balance  sheet  of  Alberta  Intermodal  Services  Ltd.  as  at  December  31,1 996  and  the 
statements  of  net  earnings  and  retained  earnings  and  changes  in  financial  position  for  the  year  then 
ended.  These  financial  statements  are  the  responsibility  of  the  Company's  management.  My 
responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  my  audit. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement  presentation. 

In  my  opinion,  these  financial  statements  present  fairly,  in  all  material  respects,  the  financial  position 
of  the  Company  as  at  December  31,1 996  and  the  results  of  its  operations  and  the  changes  in  its 
financial  position  for  the  year  then  ended  in  accordance  with  generally  accepted  accounting 
principles. 


Edmonton,  Alberta 
March  5,  1997 


Peter  Valentine,  FCA 
Auditor  General 
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ALBERTA  INTERMODAL  SERVICES  LTD. 
BALANCE  SHEET 
DECEMBER  31,  1996 
(in  thousands) 

1996  1995 


ASSETS 

Current: 


Cash 

Current  portion  of  leases  receivable  (Note  4) 

S  182 
18 

S  26 

P 

Long-term  portion  of  leases  receivable  (Note  4) 
Capital  assets  (Note  5) 

200 
22 
1.900 

43 
40 
1.900 

$  2.122 

S  1.983 

LIABILITIES  AND  SHAREHOLDERS  EQUITY 

Current: 

Accounts  payable  and  accrued  liabilities 

$  4 

S  6 

Shareholder's  equity: 
Share  capital  (Note  6) 
Retained  earnings 

1,132 
986 

1,132 
845 

2,1  18 

1,977 

S  2.122 

S  1.98? 

The  accompanying  notes  are  part 
of  these  financial  statements. 


Approved  on  behalf  of  the  Board: 

Robert  Bhatia  Peter  McNeil 

General  Manager  Secretary  Treasurer 


ALBERTA  INTERMODAL  SERVICES  LTD. 
STATEMENT  OF  NET  EARNINGS  AND  RETAINED  EARNINGS 
FOR  THE  YEAR  ENDED  DECEMBER  3 1 ,  1 996 
(in  thousands) 


 1996   1995 

Budyei  Actual  Actual 
(Noie  7) 

Revenue: 

Interest                                                                                                 S     6  S     6  S  19 

Lease  revenue                                                                                       136  136  138 

Recovery  of  doubtful  amounts  -  15 

142  142  I  -; 

Expenditure: 

Administrative  expenditure  1  7 

Environmental  damage  repair  -  2 

"  1  9 

Net  earnings  for  the  year                                                                                   135  141  163 

Retained  eamingk-at  beginning,  of  year                                                                  845  845  802 

Excess  of  redemption  value  over  book  value  shares  redeemed                                       (75)   -  ( 1 20) 

Retained  earnings  at  end  of  year                                                                       $  905  S  9sti  $  845 
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ALBERTA  INTERMODAL  SERVICES  LTD. 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  YEAR  ENDED  DECEMBER  3 1 ,  1 996 
(in  thousands) 


Operating  activities: 

Net  earnings  for  the  year 

Net  change  in  non-cash  working  capital 

Financing  activities: 
Redemption  of  shares 
Lease  receivable 

Increase  (decrease)  in  cash  during  the  year 
Cash  at  beginning  of  year 
Cash  at  end  of  year 


 1996   1995 

Budget  Actual  Actual 
(Note  7) 

$  135          $141  $  163 

 (U.   (21   I 

134             139  164 


(175)  -  (320) 

18  17   17_ 

(157)  17  (303) 

(23)  156  (139) 

26  26  165 

$3  $182  $  26 


ALBERTA  INTERMODAL  SERVICES  LTD. 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
DECEMBER  31,  1996 

Note  1  Authority 

The  Company  was  incorporated  under  the  Business  Corporations  Act,  Chapter  B-15,  Statutes  of  Alberta  1981. 

All  the  issued  common  shares  of  the  Company  are  held  by  the  Province  of  Alberta  and  accordingly  the  Company  is 
exempt  from  income  tax. 

Note  2       Discontinuance  of  Operations 

The  Company  ceased  operations  on  December  3 1 ,  1993  and  has  since  undertaken  the  sale  or  lease  of  its  remaining 
assets.  The  current  business  plan  for  the  Corporation  proposes  the  dissolution  of  the  company  and  the  distribution 
of  its  assets  to  government  by  March  31,1997  or  as  soon  thereafter  as  practicable. 

The  Department  of  Economic  Development  and  Tourism  provided  management  services  for  the  period  from 
February  28,  1994  to  September  14,  1996.  Subsequent  to  that  date  management  services  have  been  provided  by 
Alberta  Treasury.  The  cost  of  these  services  are  not  reflected  in  these  financial  statements. 


Note  3       Significant  Accounting  Policies 
Capital  Assets 

Capital  assets  are  earned  at  estimated  net  recoverable  value. 

Note  4       Leases  of  Calgary  Land,  Yard  Improvements  and  Building 

These  assets  have  been  leased  to  CP  Rail  Ltd.,  for  five  year  terms  under  two  separate  lease  agreements,  the  first 
being  for  land  and  yard  improvements,  and  the  second  for  the  building. 

Land  and  Yard  Improvements  Lease 

The  land  and  yard-improvements  are  leased  for$  133,000  per  year,  payable «ionthly  until  October  31,  1998.  The 
lessee  has  an  option  to  purchase  the  property  for  $  1 ,900,000  at  any  time  during  the  lease.  This  is  an  operating  lease 
and,  accordingly,  the  property  remains  classified  as  a  capital  asset. 

Future  payments  receivable  under  this  lease  are  as  follows: 

(in  thousands) 

1997  $  133 

1998   i_n_ 

$  244 
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Building  Lease 

The  building  is  leased  for  $20,000  per  year,  until  February  28,  1999  with  a  $1  purchase  option.  This  lease  is 
classified  as  a  sales  type  lease  and  accordingly  the  asset  is  classified  as  a  lease  receivable. 

Future  payments  receivable  under  this  lease  are  as  follows: 


(in  thousands) 

1997 

$  20 

1998 

20 

1999 

3 

43 

Less  amount  representing  imputed  interest  averaging  7% 

3 

Net  present  value  of  lease  receivable 

40 

Less  current  portion  of  lease  receivable 

IS 

Long-term  portion  of  lease  receivable 

22 

Note  5       Capital  Assets 

 1996   1995 

Accumulated 

Cost  Amortization  Sci  Net 

(in  thousands) 

Land  and  yard  improvements  $  2,286         $        386         S  1 .900  S  1 .900 

Calgary  land  and  yard  improvements  have  been  leased  to  CP  Rail  Ltd.  (see  Note  4). 

Estimated  net  recoverable  value  of  land  and  yard  improvements  is  based  on  an  appraisal  conducted  in  May  1993. 
The  appraisal  was  based  upon  comparative  land  sales,  and  amortized  reproduction  costs  of  the  yard  improvements. 

Note  6      Share  Capital 

The  Company  has  authorized  unlimited  common  shares  without  par  value. 

As  at  December  31,  1996  and  1995.  1,132  common  shares  were  issued  and  outstanding  for  51,132,000. 


Note  7  Budget 

The  budget  for  the  year  ended  December  31,  1996  was  approved  by  the  Board  of  Directors  on  April  10,  1996. 
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CREDIT  UNION  DEPOSIT 
GUARANTEE  CORPORATION 
FINANCIAL  STATEMENTS 
DECEMBER  31,  1996 

Auditor's  Report 
Balance  Sheet 

Statements  of  Income  and  Equity 
Statement  of  Changes  in  Financial  Position 
Notes  to  the  Financial  Statements 
Schedule  of  Administration  Expenses 
Schedule  of  Salaries  and  Benefits 


AUDITOR'S  REPORT 

To  the  Directors  of  the 

Credit  Union  Deposit  Guarantee  Corporation 

I  have  audited  the  balance  sheet  of  the  Credit  Union  Deposit  Guarantee  Corporation  as  at  December 
31,1 996  and  the  statements  of  income  and  equity  and  changes  in  financial  position  for  the  year  then 
ended.  These  financial  statements  are  the  responsibility  of  the  Corporation's  management.  My 
responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  my  audit. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement  presentation. 

In  my  opinion,  these  financial  statements  present  fairly,  in  all  material  respects,  the  financial  position 
of  the  Corporation  as  at  December  31,  1996  and  the  results  of  its  operations  and  the  changes  in  its 
financial  position  for  the  year  then  ended  in  accordance  with  generally  accepted  accounting 
principles. 


Edmonton,  Alberta 
March  3,  1997 


Peter  Valentine,  FCA 
Auditor  General 
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CREDIT  UNION  DEPOSIT  GUARANTEE  CORPORATION 
BALANCE  SHEET 
DECEMBER  31,  1996 
(thousands  of  dollars) 


1996  1995 

ASSETS 

Cash                                                                                                          $  3,237  S  1,566 

Investments  (Note  3)                                                                                               58.355  54,761 

Accrued  interest  receivable                                                                                            525  274 

Due  from  credit  unions                                                                                              1 .396  1 ,525 

Loans  receivable                                                                                                        574  747 

Other  assets                                                                                                                  -  45 

Capital  assets  (Note  4)   121   \4l_ 

$64,208  $  59,059 


LIABILITIES 

Accounts  payable  and  accrued  liabilities                                                                  $     473  $  736 

Financial  assistance  payable  (Note  8)                                                                                   -  1 7 

Accrual  for  financial  assistance  (Note  8)                                                                         6,100  6,100 

Deferred  revenue                                                                                                        324  342 

Amounts  due  to  and  investment  in  S  C  Financial  Ltd.  (Note  5)                                               4.630  4.2~4 

1 1 .469 

Commitments  and  Contingencies  (Note  7) 

EQUITY 

Deposit  Guarantee  Fund                                                                                           50,392  45.328 

Master  Bond  Fund                                                                                                    2.289  2.262 

52.681  4".">o 

$  64.208  $  59,059 


The  accompanying  notes  and  schedules 
arc  pan  of  these  financial  statements. 
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CREDIT  UNION  DEPOSIT  GUARANTEE  CORPORATION 
STATEMENTS  OF  INCOME  AND  EQUITY 
FOR  THE  YEAR  ENDED  DECEMBER  3 1 ,  1 996 
(thousands  of  dollars) 


1996  1995 


RnHppt 

Actiitil 

Actus  1 

L'CLHJMl  VJUdldlllCC  FU11U 

R  pvt*HI  IP' 
IYG  VCI1UC 

Interest 

$  3,039 

$  4,202 

$  3,617 

Deposit  guarantee  assessments 

7,301 

7,816 

7,313 

Recovery  of  special  assistance  (Note  6) 

86 

67 

88 

10,426 

12, OK  5 

1  1.018 

Expense: 

Interest  and  bank  charges 

36 

26 

33 

Provision  for  (recovery  of)  financial  assistance  (Note  8) 

1,321 

(26) 

1,351 

Special  contribution  (Note  5) 

4,396 

4,652 

4,315 

Administration  (Schedule  1) 

3,044 

2,369 

2,906 

8,797 

7,021 

8.605 

Net  income  for  the  year 

1,629 

5,064 

2,413 

Equity  at  beginning  of  year 

45,050 

45,328 

42,915 

Equity  at  end  of  year 

$46,679 

$  50,392 

$45,328 

Master  Bond  Fund 

Revenue: 

Assessments 

$  750 

$  581 

$  798 

Interest 

143 

175 

899 

724 

973 

Expense: 

Bond  premium 

530 

490 

525 

Administration 

180 

175 

180 

Claims 

250 

32 

(2) 

960 

697 

703 

Net  income  for  the  year 

(61) 

27 

270 

Equity  at  beginning  of  year 

2,127 

2,262 

1,992 

Equity  at  end  of  year 

$  2,066 

$  2,289 

$  2.262 
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CREDIT  UNION  DEPOSIT  GUARANTEE  CORPORATION 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  YEAR  ENDED  DECEMBER  3 1 ,  1 996 
(thousands  of  dollars) 


1996  1995 


Budget 

Actual 

Actual 

Operating  activities: 

Net  income  for  the  year: 

Deposit  Guarantee  Fund 

$  1,629 

$  5,064 

$2,413 

Master  Bond  Fund 

(61) 

27 

270 

Items  not  involving  cash: 

Amortization 

77 

46 

57 

Loss  (gain)  on  disposal  of  capital  assets 

_ 

(1) 

9 

Amortization  of  deferred  items 

(198) 

(240) 

(238) 

1.447 

4.896 

2.51 1 

Changes  in  non-cash  balances  relating 

to  operating  activities: 

Accrual  for  financial  assistance 

1,300 

(17) 

1,500 

Other  assets 

45 

- 

Loans  and  accrued  interest,  net  of  provisions 

240 

173 

228 

Due  to  S  C  Financial  Ltd.: 

Special  contribution 

169 

337 

260 

Recovery  of  special  assistance 

(1) 

19 

(5) 

Amounts  due  from  credit  unions 

57 

129 

(137) 

Payables  and  deferred  revenue 

168 

(41) 

(2H 

\y\\ 

645 

1.825 

Operating  investment  activities: 

Investment  in  marketable  securities  and 

accrued  interest 

(3,309) 

(3.845) 

(2.954) 

Cash  provided  by  (used  in)  operating  activities 

71 

1.696 

1.3S2 

Capital  investment  activities: 

Purchase  of  capital  assets 

(78) 

(30) 

(45) 

Proceeds  on  disposal  of  capital  assets 

7 

5 

(- 

Cash  used  in  capital  investment  activities 

(71) 

i25i 

(39) 

Increase  (decrease)  in  cash 

1,671 

1,343 

Cash,  beginning  of  year 

200 

1,566 

223 

Cash,  end  of  year 

S  200 

$  3.237 

S  1,566 

CREDIT  UNION  DEPOSIT  GUARANTEE  CORPORATION 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
DECEMBER  31,  1996 

Nolc  I       Nature  of  Operations 

The  Credit  Union  Deposit  Guarantee  Corporation  (the  Corporation),  operating  under  the  authority  of  the  Credit 
Union  Act.  Chapter  C-31 . 1 .  Statutes  of  Alberta.  1989,  as  amended,  guarantees  the  repayment  of  all  deposits  with 
Alberta  credit  unions,  including  accrued  interest  The  Credit  Union  Act  provides  that  the  Province  of  Alberta 
(Province)  will  ensure  that  this  obligation  of  the  Corporation  is  earned  out  As  at  December  31,  1996,  credit  unions 
in  Alberta  held  deposits  totalling  $4,211,245,000  Supervised  credit  unions  receive  assistance,  support  and 
direction  in  planning,  policy  and  operational  matters  from  the  Corporation. 

Under  the  Income  Tax  Act,  the  Corporation  qualifies  as  a  deposit  insurance  corporation. 

In  1986,  S  C  Financial  Ltd  was  incorporated  under  the  Alberta  Business  Corporation  Act  for  the  purpose  of 
providing  $335,000,000  of  deficit  financing  assistance  to  credit  unions  under  supervision.  All  of  the  outstanding 
shares  are  held  by  the  Corporation  (Notes  2(b)  and  5)  Although  the  Corporation  guarantees  the  interest  on  the  S  C 
Financial  Ltd.  debentures  issued  in  exchange  for  Stabilization  Preferred  Shares  of  the  credit  unions,  the  interest  is 
funded  by  the  Province  pursuant  to  its  indemnification  Accordingly,  the  obligation  of  the  Corporation  pursuant  to 
its  guarantee  is  not  reflected  in  these  financial  statements. 

Note  2       Summary  of  Significant  Accounting  Policies 

(a)    Basis  of  Financial  Statement  Presentation 

These  financial  statements  reflect  separate  funds:  a  Deposit  Guarantee  Fund  and  a  Master  Bond  Fund. 
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The  Deposit  Guarantee  Fund  enables  the  Corporation  to  guarantee  the  repayment  of  all  deposits  with  credit 
unions,  its  primary  objective.  The  Deposit  Guarantee  Fund's  statement  of  income  includes  assessments 
received  from  credit  unions,  assistance  payments  recorded  on  behalf  of  credit  unions,  as  well  as  all  other 
revenues  and  expenses  related  to  the  primary  objective. 

The  Master  Bond  Fund  provides  insurance  coverage  to  credit  unions  under  a  policy  administered  by  the 
Corporation.  A  credit  union  may  claim  a  maximum  of  $  100,000  for  directors  liability  claims  and  S85.000  for 
other  claims,  less  its  deductible,  which  is  payable  out  of  the  Master  Bond  Fund;  a  reinsurance  policy  insures 
the  amount  of  the  claim  that  exceeds  $  1 00,000  or  $85,000,  respectively.  The  Master  Bond  Fund's  statement 
of  income  includes  insurance  assessments  received  from  credit  unions,  interest  income,  premiums  paid  to  the 
bonding  company,  administration  fee,  and  claims. 

The  Corporation  may  use  all  of  its  assets  to  support  its  primary  objective. 

(b)  Non-consolidation  of  S  C  Financial  Ltd. 

The  financial  statements  of  the  Corporation's  wholly  owned  company,  S  C  Financial  Ltd.,  have  not  been 
consolidated  with  these  financial  statements  since  increases  or  decreases  in  the  equity  of  S  C  Financial  Ltd. 
do  not  accrue  to  the  Corporation. 

(c)  Investments 

Investments  are  stated  at  cost,  with  any  discount  or  premium  amortized  on  a  straight-line  basis  over  the  life  of 
the  investments.  Carrying  values  of  all  investments  are  written  down  when  there  is  a  decline  in  value  that  is 
other  than  temporary. 

(d)  Loans  Receivable 

Loans  acquired  to  assist  with  mergers  of  credit  unions  are  recorded  at  estimated  net  realizable  value.  The 
loans  are  purchased  from  credit  unions  at  the  principal  amount  outstanding  less  an  allowance  for  loan 
impairment.  Annually,  management  reviews  the  adequacy  of  the  allowance  for  loan  impairment  on  a  loan  by 
loan  basis  and  adjusts  the  allowance  to  an  amount  considered  adequate  to  provide  for  expected  loan  losses. 

Interest  revenue  is  recorded  on  the  accrual  basis  until  the  loan  is  classified  as  impaired.  At  that  time,  any 
accrued  interest  is  reversed.  An  impaired  loan  is  considered  to  be  any  loan  where  scheduled  payments  are 
greater  than  60  days  in  arrears  or  less  than  60  days  in  arrears  and  there  is  reasonable  doubt  as  to  the  ultimate 
collectibility  of  the  outstanding  principal  or  interest. 

(e)  Capital  Assets 

The  following  rates  are  designed  to  amortize  the  cost  of  capital  assets  over  their  estimated  useful  lives: 

Furniture  and  equipment  5  year  straight-line 

Automotive  30%  declining-balance 

Computer  equipment  30%  declining-balance 

Computer  software  1  year  straight-line 

Leasehold  improvements  straight-line  over  lease  term 

(0     Insurance  Claims 


The  Corporation  estimates  and  accrues  the  Master  Bond  Fund's  share  of  losses  from  any  reported  claims.  It 
makes  an  additional  accrual  of  the  estimated  losses  from  unreported  claims  based  on  the  last  three  years' 
average  actual  loss  experience. 

(g)    Provision  for  Financial  Assistance 

The  Corporation  recognizes  financial  assistance  to  specific  credit  unions  as  an  expense  when  the  need  for 
assistance  becomes  likely  and  it  can  reasonably  estimate  the  amount. 

Additionally,  an  accrual  for  financial  assistance  is  established  by  assessing  the  aggregate  risk  in  the  credit 
union  system  based  on  existing  capital  available  in  individual  credit  unions,  current  market  and  economic 
conditions,  the  likelihood  of  losses  and  the  application  of  historic  loss  experience.  It  reflects  management's 
best  estimate  of  the  losses  arising  from  the  inherent  risk  in  the  credit  union  system.  Future  economic 
conditions  are  not  predictable  with  certainty  and  actual  losses  will  vary  from  management's  estimate. 
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Note  3 


Investments 


Maturities 

1996 

1995 

Over 

Over  1 

5 

Over  7 

Total 

Estimated 

Total 

Within 

to  5 

to  7 

to  10 

Book 

Market 

Book 

1  Year 

Years 

Years 

Years 

Value 

Value 

Value 

(thousands  of  dollars) 

Securities  issued  or  guaranteed  by: 

Canada 

$6,867 

$19,737 

$  - 

$20,205 

$46,809 

$48,159 

$35,491 

Provinces 

- 

11,431 

- 

11,431 

11,827 

9,566 

Notes  and  term  deposits  issued  by 

financial  institutions 

9,406 

31.168 

20.205 

58.240 

59.986 

54.463 

Shares  of  Credit  Union  Central 

Alberta  Ltd. 

100  '" 

100 

100 

100 

Shares  of  Co-operative  Trust 

Company  of  Canada 

15  «" 

15 

:  - 

198 

Total 

$6,867 

$31,168 

$  - 

$20,320 

S58.355 

$60,101 

S54.76I 

Effective  book  yield 

5.96% 

6.45% 

6.70% 

6.48°, 

> 

7.21% 

These  securities  have  no  specific  maturity 


Note  4      Capital  Assets 

1996  1995 
(thousands  of  dollars) 

Furniture  and  equipment                                                                                  $  377  $408 

Automotive                                                                                                        -  23 

Computer  equipment                                                                                         269  257 

Computer  software                                                                                        29  26 

Leasehold  improvements                                                                                      63  63 

738  777 

Less:  Accumulated  amortization                                                                           617  636 

Net  book  value                                                                                              $  121  $  141 


Note  5       Amounts  Due  to  and  Investment  in  S  C  Financial  Ltd 


1996  1995 
(thousands  of  dollars) 

S  C  Financial  Ltd. 

Special  contribution                                                                                     $4,652  $4,315 

Advances                                                                                                  (21 )  (40) 

4,631  4,275 

Shares  (1)   (_U 

$4,630  $4,274 


The  Credit  Union  Restructuring  Agreement  requires  the  Corporation  to  make  an  annual  special  contribution  equal 
to  0. 1 1%  of  credit  union  deposits  and  borrow  ings  to  S  C  Financial  Ltd..  as  directed  bv  the  Province,  for  the  vears 
1990  through  2010. 

Note  6      Special  Assistance  to  Credit  Unions 

In  J989,  the  Cotpoxaiion  provided  deficit  funding  assistance  to  supervised  credit  unions  totalling  $12,524,000.  It 
may  recover  portions  of  this  funding  based  on  a  percentage  of  the  credit  unions'  annual  net  income.  The  credit 
unions  repaid  S67.000  during  the  year  and  S2. 340,000  to  date. 

Note  7      Commitments  and  Contingencies 

(a)  As  part  of  an  amalgamation  arrangement  between  two  credit  unions,  the  Corporation  is  required  to  provide 
financial  assistance  in  an  amount  not  to  exceed  $  1 ,357,000.  An  amount  will  be  paid  annually  based  on  50% 
of  the  annual  net  income  of  the  credit  union.  These  payments  do  not  commence  until  after  the  amalgamated 
credit  union  redeems  Stabilization  Preferred  Shares  in  the  amount  of  $480,000.  It  is  not  possible  at  this  time 
to  determine  the  amount  of  the  liability  that  may  result  from  the  commitment  by  the  Corporation  to  make  the 
payments. 
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(b)    The  Corporation  is  committed  to  a  non-cancellable  operating  lease  for  business  premises  totalling  $756,000. 
The  following  amounts  represent  minimum  payments  over  the  next  five  years: 

1997  $176,000 

1998  179,000 

1999  183,000 

2000  186,000 

2001  32,000 


Note  8       Provision  for  (Recovery  of)  Financial  Assistance 

To  fulfill  the  mandate  described  in  Note  1 ,  the  Corporation  assists  credit  unions  experiencing  financial  difficulties 
when  and  as  required.  The  Corporation  monitors  certain  other  credit  unions  experiencing  financial  difficulty  and 
has  a  contingent  responsibility  to  provide  further  financial  assistance,  the  amount  of  which,  if  any,  is 
undeterminable  at  this  time. 


Balance,  beginning  of  year 
Provision  for  loss 
(Paid)  during  year 
Balance,  end  of  year 


Financial 
Assistance 
Payable 

$  17 
(17) 


1996 
Accrual 

for 
Financial 
Assistance 


Total 


(thousands  of  dollars) 
i   6,100  $6,117 

-  (17) 


$  6,100 


$6,100 


1995 


Total 

$4,851 
1,539 
(273) 
$6,1 17 


Provision  for  loss  $         -  $          -  $        -  1,539 

Recoveries                                                        (26)   -_             (26)  (188) 

Provision  for  (recovery  of) 

financial  assistance  $      (26)  $         -  $    (26)  $1,351 


Note  9       Income  Taxes 

The  Corporation's  1996  tax  provision  amounting  to  $508,000  was  reduced  to  nil  by  the  application  of  prior  years' 
losses  earned  forward  and  claiming  capital  cost  allowance. 

At  December  31,1 996  the  Corporation  had  losses  for  tax  purposes  remaining  of  nil  and  tax  values  of  capital  assets 
in  excess  of  related  book  values  of  approximately  $1,071,000.  The  tax  benefit  of  the  excess  of  tax  values  is  not 
reflected  in  these  financial  statements. 

Note  10     1996  Budget 

The  1996  budget  was  approved  by  the  Board  of  Directors  on  September  28,  1995. 

Note  1 1     Comparative  Figures 

The  1995  figures  have  been  restated  where  necessary  to  conform  to  1996  presentation. 

Note  12     Approval  of  Financial  Statements 

The  Board  of  Directors  has  approved  these  financial  statements. 
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Schedule  1 

CREDIT  UNION  DEPOSIT  GUARANTEE  CORPORATION 
SCHEDULE  OF  ADMINISTRATION  EXPENSES 
FOR  THE  YEAR  ENDED  DECEMBER  3 1 ,  1 996 
(thousands  of  dollars) 


1996  1995 


Actual 

Actual 

Deposit  Guarantee  Fund 

Salaries  and  benefits  (Schedule  2) 

$  2,249 

$  1,850 

$  2,229 

Rental  charges 

176 

174 

270 

Board  and  committee  fees  (Schedule  2) 

129 

97 

115 

Board  and  committee  expenses 

19 

10 

14 

Start"  travel 

260 

138 

167 

Office 

114 

89 

98 

Amortization 

77 

46 

57 

Professional  fees 

76 

62 

41 

Data  processing 

30 

17 

23 

Other 

94 

61 

72 

3.224 

2.544 

3,086 

Allocation  to  Master  Bond  Fund 

(180) 

(175) 

(180) 

v  '..ii44 

$  2,369 

$  2.906 
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Schedule  2 

CREDIT  UNION  DEPOSIT  GUARANTEE  CORPORATION 
SCHEDULE  OF  SALARIES  AND  BENEFITS 
FOR  THE  YEAR  ENDED  DECEMBER  3 1,  1996 
(thousands  of  dollars) 


19%  1995 


Number 
of 

Individuals 

Salary1" 

Benefits'2' 

Total 

Number 
of 

Individuals 

Total 

Position  or  Group 

Chairman'  ' 

1 

$  48 

$ 

$  48 

1 

$  53 

Board  Members'5' 

6 

44 

_ 

44 

6 

56 

G.S.T. 

5 

- 

5 

6 

Total  fees 

7 

$  97 

$ 

$  97 

7 

$  115 

Chief  Executive  Officer'4' 

1 

$  120 

$  14 

$  134 

1 

$  133 

Senior  management: 

Chief  Financial  Officer'41 

1 

84 

16 

100 

1 

98 

Senior  Manager,  Operations 

1 

67 

10 

77 

1 

74 

Senior  Manager,  Credit 

1 

70 

14 

84 

1 

79 

Senior  Manager,  Credit 

1 

58 

7 

65 

1 

79 

Other  managers  (average 

1996  $64,  1995  S68) 

11) 

562 

77 

639 

10 

686 

Other  full-time  staff  (average 

1996  $40,  1995  $40) 

23 

784 

137 

921 

27 

1,075 

Part-time  and  casual  staff 

2 

44 

5 

49 

2 

59 

40  131 

$  1,789 

$  280 

2,069 

44  «3 

'  2,283 

Accruals  not  specifically  allocated,  net 
of  deduction  for  total  professional 
memberships,  automobile  allowance 

and  tuition  included  in  benefits  above  (219)  (54) 

Total  salaries  and  benefits  expense  $  1 ,850  $2,229 


In  accordance  with  the  directive  of  the  Province  of  Alberta  Treasury  Board  pursuant  to  the  Financial  Administration  Act 
(Alberta).  Salaries  or  fees  include  regular  base  pay  and  overtime  or  director  fees. 

Benefits  include  contributions  for  Canada  Pension  Plan,  Unemployment  Insurance,  Group  Registered  Retirement 
Savings  Plan,  Group  Life  Insurance,  dental  coverage,  medical  benefits,  staff  fund,  automobile  allowance,  professional 
memberships,  tuition  and  vacation  payouts. 

Represents  full-time  equivalent  for  the  year. 

For  1996,  the  benefits  figure  includes  an  automobile  allowance  which  replaced  the  previously  provided  automobile. 

The  Chairman  and  Board  Members  are  part-time  positions.  The  Deputy  Provincial  Treasurer  is  a  Board  Member  but 
received  no  remuneration  from  the  Corporation. 
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N.A.  PROPERTIES  (1994)  LTD. 
CONSOLIDATED  FINANCIAL  STATEMENTS 
MARCH  31,  1997 


Auditor's  Report 

Consolidated  Balance  Sheet 

Consolidated  Statement  of  Operations  and  Deficit 

Consolidated  Statement  of  Changes  in  Financial  Position 

Notes  to  the  Consolidated  Financial  Statements 


AUDITOR'S  REPORT 


To  the  Shareholder  of  N.A.  Properties  (1994)  Ltd. 

I  have  audited  the  consolidated  balance  sheet  of  N.A.  Properties  ( 1 994)  Ltd.  as  at  March  31,1 997  and 
the  consolidated  statements  of  operations  and  deficit  and  changes  in  financial  position  for  the  year 
then  ended.  These  financial  statements  are  the  responsibility  of  the  Company's  management.  My 
responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  my  audits. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement  presentation. 

In  my  opinion,  these  consolidated  financial  statements  present  fairly,  in  all  material  respects,  the 
financial  position  of  the  Company  as  at  March  3  1 ,  1997,  and  the  results  of  its  operations  and  changes 
in  its  financial  position  for  the  year  then  ended  in  accordance  with  generally  accepted  accounting 
principles. 


Edmonton,  Alberta 
May  2,  1997 


Peter  Valentine,  FCA 
Auditor  General 
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N.A.  PROPERTIES  (1994)  LTD. 
CONSOLIDATED  BALANCE  SHEET 
AS  AT  MARCH  31,  1997 


1997  1996 


ASSETS 

Cash  $         34,000            $  91,000 

Accounts  receivable  539,000  461,000 

Mortgages  and  loan  (Note  4)  3,395,000  8,517,000 

Real  estate  properties  (Note  5)  2,006,000  6,359,000 

5,974,000  15,428,000 

Investment  in  Defeasance  Fund  (Note  6)  95,409,000  86,195,000 


$  101,383,000  $  101,623,000 


LIABILITIES 

Bank  indebtedness  (Note  7)  $     8,586,000  $  23,700,000 

Obligation  under  indemnity  2,345,000 

Accounts  payable                                                                                      282,000  502,000 

11,213,000  24,202,000 

Present  value  of  future  obligations  (Defeasance  of 

deficit  financing)  (Note  6)                                                                     95,409,000  86,195,000 

106,622,000  110,397,000 


Contingencies  and  commitments  (Note  8) 

SHAREHOLDER'S  EQUITY  (DEFICIENCY) 

Share  capital  (Note  9)  5,769,000  5,769,000 

Deficit  (1 1,008,000)  (14,543,000) 

(5,239,000)  (8,774,000) 


$  101,383,000  $  101,623,000 


On  behalf  of  the  Board: 

Peter  McNeil  Stan  Bebenek 

Director  Director 


The  accompanying  notes  are  part  of 
these  consolidated  financial  statements. 


FINANCIAL  STATEMENTS  OF  THE  MINISTRY  AND  ITS  ENTITIES 


N.A.  PROPERTIES  (1994)  LTD. 
CONSOLIDATED  STATEMENT  OF  OPERATIONS  AND  DEFICIT 


FOR  THE  YEAR  ENDED  MARCH  3 1 , 

1  QQ7 

1  77  / 

199 

1  WO 

Budget 

'  Actual  

Actus  1 

(Note  13) 

Revenue 

Real  estate  properties  sold 

$  7,075,000 

J      j,z  1  o,UUU 

c      T  rn  aaa 

Rental 

387,000 

jU  1  ,UUU 

1    1  Ol  AAA 

Interest  and  other 

277,000 

Jo  j,UUU 

Q  1  A  (\f\f\ 

7.739.000 

1 1  ,z**y,uuu 

Expenses 

Cost  of  real  estate  properties  sold 

7,028,000 

C  A-)A  AAA 

Rental  operating  expense 

1,876,000 

I  ,OU7,UUU 

General  and  administrative 

293,000 

296,000 

3 19,000 

9.197,000 

1  S  V  1  000 

Operating  loss  before  other  items 

1 ,458,000 

621,000 

4.072.000 

Interest  expense 

894,000 

702.000 

2,331,000 

Loss  before  provision  for  impairment  in  value  of  assets 

2,352.000 

1,323,000 

6,403.000 

Provision  for  impairment  in  value  of  assets  (Note  10) 

500,000 

3,916,000 

2.371,000 

Loss  for  the  year 

$  2,852.000 

5,239,000 

8,774,000 

Deficit,  beginning  of  year 

(14,543,000) 

(15,852.000) 

Receipt  from  Province  of  Alberta  on  indemnity  (Note  2) 

8.774,000 

10.083.000 

Deficit,  end  of  year 

S  ( 1  1.008.000) 

$<  14.543.000) 

N.A.  PROPERTIES  (1994)  LTD. 
CONSOLIDATED  STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 


FOR  THE  YEAR  ENDED  MARCH  31, 

1997 

1997 

Net  inflow  (outflow)  of  cash  related  to  the  following  activities: 

Operating 

Loss  for  the  year 

$  (5.239.000) 

S  (8.774.000) 

Items  not  affecting  cash: 

Provision  for  impairment  in  value  of  assets  and  obligations 

3,916.000 

2.371.000 

(1,323,000) 

(6,403.000) 

Costs  recovered  from  sale  of  real  estate  properties 

4,353.000 

9,1 15,000 

Mortgages  acquired  under  agreements 

(2,457,000) 

Real  estate  acquisition  and  development  costs 

(2,250,000) 

Mortgages 

Vendor  take  back  mortgages  on  real  estate  properties  sold 

(2,863,000) 

(2,575.000) 

Principal  reductions 

2,690,000 

290,000 

Mortgages  sold 

3,790,000 

5.467.000 

Net  change  in  non-cash  balances  related  to  operations 

(364,000) 

(1,127.000) 

6,283,000 

f.0.  

Financing 

Bank  indebtedness 

(15,114,000) 

(10,100,000) 

Receipt  from  Province  of  Alberta  on  indemnity  (Note  2) 

8,774,000 

10,083,000 

(6,340,000) 

(17.000) 

Net  increase  (decrease)  in  cash  during  the  year 

(57,000) 

43.000 

Cash  beginning  of  year 

91.000 

48,000 

Cash  end  of  year 

S  34,000 

$        9 1 ,000 
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N.A.  PROPERTIES  (1994)  LTD. 
NOTES  TO  THE  CONSOLIDATED  FINANCIAL  STATEMENTS 
MARCH  31,  1997 

Note  1  Authority 

The  Company  was  continued  on  March  31,  1994  as  an  amalgamated  corporation  under  the  Business  Corporation 
Act,  Chapter  B-15,  Statutes  of  Alberta  1981,  as  amended.  All  issued  snares  of  the  Company  are  owned  by  the 
Province  of  Alberta  and  accordingly  the  Company  is  exempt  from  income  tax. 

Note  2      Nature  of  Operations 

The  Company's  mandate  is  to  dispose  of  all  real  estate  properties,  mortgages  and  accounts  receivable  held. 

The  Province  of  Alberta  has  indemnified  the  Company  for  all  net  losses,  expenses  or  liabilities  existing  or 
subsequently  incurred  by  the  Company  in  its  mandate  of  disposing  of  its  assets. 

In  partial  satisfaction  of  the  indemnity,  $8,774,000  (1996  $10,083,000)  was  recovered  from  the  Province  of 
Alberta. 

Note  3      Significant  Accounting  Policies 

These  consolidated  financial  statements  have  been  prepared  in  accordance  with  generally  accepted  accounting 
principles,  and  within  the  framework  of  the  accounting  policies  summarized  below: 

Basis  of  Consolidation 

These  consolidated  financial  statements  include  the  accounts  of  the  Company  and  its  wholly-owned  subsidiaries. 
Heritage  Capital  Ltd.,  Herco  Developments  Ltd.,  356395  Alberta  Ltd.,  37083 1  Alberta  Ltd.  and  Terra  Losa  Centre 
Ltd.  Separate  audited  financial  statements  have  not  been  prepared  for  these  subsidiaries  as  disclosure  in  these 
financial  statements  is  adequate. 

During  the  year  the  Company  dissolved  Heritage  Capital  Ltd.,  Herco  Development  Ltd.,  and  37083 1  Alberta  Ltd. 
as  approved  by  Order  in  Council  (O.C.  24/95). 

Mortgages  and  Loan 

Mortgages  and  loan  are  stated  at  cost,  which  includes  amounts  advanced,  interest  capitalized,  accrued  taxes  and 
other  charges,  less  repayments  and  an  allowance  for  anticipated  losses.  Where  a  mortgage  or  loan  bears  interest  at 
a  rate  below  the  prevailing  market  at  the  date  of  real  estate  property  sale,  a  discount  is  recorded  which  is  amortized 
into  income  over  the  term  of  the  mortgage. 

Real  Estate  Properties 

Real  estate  properties  are  stated  at  the  lower  of  cost  and  estimated  market  value  as  supported  by  independent 
external  appraisals  and  management  assessments.  Development  costs  relating  to  properties  are  capitalized  where 
supported  by  market  values.  The  Company  does  not  provide  for  amortization. 

Investment  in  Fund  for  Defeasance  of  Deficit  Financing 

Investments  consist  of  bond  coupons  and  residuals  and  are  stated  at  cost  with  any  discount  or  premium  amortized 
on  the  basis  of  the  underlying  yield  to  maturity.  Carrying  values  of  investments  are  written  down  when  there  is  a 
permanent  impairment  in  value. 

Revenue  Recognition 

Gains  or  losses  on  the  sale  of  real  estate  properties  are  determined  as  the  excess  or  deficiency  of  the  proceeds  of 
disposition  over  the  carrying  value  of  the  disposed  properties.  Gains  are  recorded  in  income  on  disposal  except  in 
instances  where  a  significant  portion  of  the  proceeds  is  not  received  in  cash.  In  such  circumstances,  gains  are 
deferred  and  recorded  in  income  when  significant  cash  proceeds  are  received. 

Note  4      Mortgages  and  Loan 

Mortgages  and  loan  are  secured  by  commercial  property  in  Alberta  and  Manitoba  and  earn  interest  at  rates  of  prime 
plus  1%,  7.5%  or  10%  per  annum.  All  mortgages  and  loan  had  either  matured  by  the  year  end  or  will  mature  in 
1997.  Subsequent  to  the  year  end,  a  mortgage  of  $2,358,000  was  renewed  for  5  years. 

The  stated  value  of  mortgages  and  loan  is  considered  equivalent  to  fair  value. 
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Note  5       Real  Estate  Properties 


1997 


1996 


Commercial 
Land 

Single  family  residential 
Less:  Estimated  selling  costs 


$  2,006,000 


2,006,000 


2.006,000 


$  3.981,000 
2,744,000 
40.000 
6,765,000 
(406,000) 
$  6,359,000 


During  the  year,  the  Company  entered  into  a  sales  agreement  to  sell  120  acres  of  unserviced  land  in  Calgary  , 
Alberta  for  $2,250,000.  The  sale  closes  August  30,  1997.  The  Company  is  under  an  obligation  to  remove  certain 
easements  and  liens  registered  on  land  titles  to  complete  the  sale. 


Note  6       Investment  in  Fund  for  Defeasance  of  Deficit  Financing'Present  Value  of  Future  Obligations 

The  Fund  consists  of  Government  of  Canada  and  provincial  bond  coupons  and  residuals  which,  together  with  the 
income  earned  thereon,  is  expected  to  accumulate  to  the  sum  not  less  than  $335,000,000  on  October  3 1 ,  20 1 0.  At 
that  time,  the  Fund  will  be  used  to  repay  the  principal  of  any  outstanding  debentures  issued  to  credit  unions  under 
the  terms  of  the  Credit  Union  Deficit  Financing  Agreement  dated  October  31,  1986  and  any  excess  will  be  paid  to 
the  Province  Credit  Union  Deposit  Guarantee  Corporation  (CUDGC)  will  be  responsible  for  any  deficiency  in  the 
Fund. 

Investments 

199"  1996 

Government  of  Canada  and  Provincial  bond  coupons  and  residuals 

(Market  value  $124,394,000,  1996  $103,2 13.000)  $  95,409,000  $  86,195,000 


As  the  income  earned  on  these  investments  in  the  amount  of  $9,214,000  (1996  $7,895,000)  does  not  accrue  to  the 
benefit  of  the  Company,  but  rather  to  the  benefit  of  the  holders  of  the  debentures  and  the  Province,  it  is  not  included 
in  income.  Investments  mature  in  the  years  2009  and  20 1 0  and  the  yield  on  the  portfolio  is  approximately  9.77%. 

Present  Value  of  Future  Obligations 

Based  on  repayments  of  debentures  by  S  C  Financial  Ltd.  (SCF).  a  wholly-owned  subsidiary  of  CUDGC,  up  to  and 
including  the  Credit  Unions'  October  31,  1996  year  end,  the  future  obligations  at  October  31,  2010  would  be 
$3 1 1 .693,000  to  the  credit  unions  and  the  excess  would  be  paid  to  the  Province.  These  amounts  will  change  based 
on  future  repayments  of  debentures  through  to  October  31,  2010. 

Interest  on  these  debentures  is  at  a  rate  per  annum  equal  to  the  lesser  of  14%  and  prime,  and  is  payable  by  SCF. 
Note  7       Bank  Indebtedness 

1997  1996 

Demand  bank  loans  bearing  interest  at  a  rate 

per  annum  of  prime  $  8,586,000  $  23,700,000 


Note  8       Contingencies  and  Commitments 

The  Company  has  provided  indemnities  of  principal  and  interest  on  mortgages  sold  to  a  Canadian  chartered  bank. 
The  principal  and  interest  on  these  mortgages  totalled  $54,671,000  at  March  31,  1997  (1996  $54,392,000).  The 
Company's  indemnities  expire  in  part  in  2001,  2002,  2003,  2016  and  in  full  in  2017. 

During  the  year  the  Company  entered  into  transactions  with  a  Canadian  chartered  bank  whereby  it  sold  mortgages 
at  fair  market  value  for  a  total  consideration  of  $3,790,000  ( 1 996  $5,467,000).  For  a  period  of  one  year  after  the 
sale  the  bank  may  require  the  Company  to  repurchase  mortgages  for  any  reason.  After  the  first  year,  the  bank  must 
realize  on  the  security  underlying  the  mortgage  prior  to  submitting  a  claim  for  a  loss  to  the  Company. 

The  Company  "has-cntered  into  a  rtmtract  to  receive  management  services.  Management  and  collection  fees  were 
paid  in  the  amount  of  $  1 83.000  ( 1 996  $348,000)  and  this  contract  expires  May  31.1 997. 
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Note  9      Share  Capital 


Authorized 

Unlimited  number  of  Class  "A"  voting  shares 
Unlimited  number  of  Class  "B"  voting  shares 
Unlimited  number  of  Class  "C"  non-voting  shares 
Unlimited  number  of  Class  "D"  non-voting  shares 
Unlimited  number  of  Class  "E"  voting  shares 
Unlimited  number  of  Class  "F"  non-voting  shares 


Issued 


1 

1,000 


Class  "A"  share 
Class  "B"  shares 


1997 


$  5,768,000 
1,000 
$  5,769,000 


1996 


$  5,768.000 
1,000 
$  5,769,000 


Note  10     Provision  for  Impairment  in  Value  of  Assets 


Obligation  under  indemnity 
Mortgage  provisions  -  net  of  recoveries 
Account  receivable 
Commercial  impairments 
Land  impairments 


1997 


$  2,345,000 
1,505,000 
66,000 


$  3,916,000 


1996 


1,158,000 


713,000 
500,000 
$  2,371,000 


Mortgage  provisions  and  obligation  under  indemnity  have  been  determined  based  on  estimated  value  of  security 
mortgage,  repayment  performance  and  foreclosures. 

Note  1  1     Related  Party  Transactions 

The  Company  obtained  a  portion  of  its  legal  services,  at  competitive  rates,  from  a  firm  in  which  a  director  is  a 
partner.  The  fees  paid  to  this  firm  amounted  to  $25,000  for  the  year  ended  March  31,  1997  (1996  $147,000). 

Note  12     Directors'  Fees  and  Salaries 


1997 


Number 
of 

Individuals 


Directors 

President  (also  a  Director) 


Total 
$  6,580 


$6,580 


I  996 


Total 


$  33,250 
28,200 
$61,450 


On  May  3 1 ,  1996,  the  3  directors  were  replaced.  The  new  board  members  are  employees  of  the  government  and 
therefore,  do  not  receive  fees. 


The  Company  had  no  employees  m  1997  and  1996. 


Note  13 


Budget 

The  1997  budget  was  approved  by  the  shareholder  on  June  10,  1996. 
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NFI  FINANCE,  INC. 
CONSOLIDATED  FINANCIAL  STATEMENTS 
DECEMBER  31,  1996 


Auditor's  Report 
Consolidated  Balance  Sheet 

Consolidated  Statement  of  Income  and  Retained  Earnings 
Consolidated  Statement  of  Changes  in  Financial  Position 
Notes  to  the  Consolidated  Financial  Statements 


AUDITOR'S  REPORT 


To  the  Shareholder  of 
NFI  Finance,  Inc. 

I  have  audited  the  consolidated  balance  sheet  of  NFI  Finance,  Inc.  as  at  December  31,  1996  and  the 
consolidated  statements  of  income  and  retained  earnings  and  changes  in  financial  position  for  the  year 
then  ended.  These  consolidated  financial  statements  are  the  responsibility  of  the  Company's 
management.  My  responsibility  is  to  express  an  opinion  on  these  consolidated  financial  statements 
based  on  my  audit. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  consolidated 
financial  statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis, 
evidence  supporting  the  amounts  and  disclosures  in  the  consolidated  financial  statements.  An  audit 
also  includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by 
management,  as  well  as  evaluating  the  overall  financial  statement  presentation. 

In  my  opinion,  these  consolidated  financial  statements  present  fairly,  in  all  material  respects,  the 
financial  position  of  the  company  as  at  December  31,  1996  and  the  results  of  its  operations  and  the 
changes  in  its  financial  position  for  the  year  then  ended  in  accordance  with  generally  accepted 
accounting  principles. 


Edmonton,  Alberta 
March  21,  1997 


Peter  Valentine,  FCA 
Auditor  General 
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NFI  FINANCE,  INC. 
CONSOLIDATED  BALANCE  SHEET 
AS  AT  DECEMBER  3 1 ,  1 996 
(thousands  of  dollars) 


The  accompanying  notes  are  part  of 
these  consolidated  financial  statements. 


1996  1995 


ASSETS 

Cash  and  short-term  investments  (Note  4)  $75,343  $  57,638 

Accounts  receivable  15 

Accrued  interest  763  605 

Notes  receivable  (Note  5)  7,653  19,218 

Property  held  for  sale  1,225  1.825 

$  84,999  $  79,286 


LIABILITIES 

Accounts  payable  and  accrued  liabilities                                                                      $      163  $  574 

Deferred  income  taxes                                                                                              29,447  27,987 

29,610  28,561 


SHAREHOLDER'S  EQUITY 

Capital  stock  (Note  6)                                                                                                     -  - 

Retained  earnings                                                                                                   54,608  49,938 

Foreign  currency  translation  adjustments  (Note  7)   781   787 

55,389  50,725 


$  84,999  $  79,286 


NFI  FINANCE,  INC. 
CONSOLIDATED  STATEMENT  OF  INCOME  AND  RETAINED  EARNINGS 
FOR  THE  YEAR  ENDED  DECEMBER  3 1 ,  1 996 
(thousands  of  dollars) 


1996  1995 


Budget 

Actual 

Actual 

(Note  9) 

Revenue 

Interest  on  cash  and  short-term  investments 

$  3,660 

$  3,592 

$  1,254 

Interest  on  notes 

1,480 

1,683 

6,830 

Fees 

420 

528 

1,092 

Other  income 

356 

573 

258 

5,916 

6,376 

9,434 

Expense 

Professional  fees 

811 

539 

1,458 

Management  fees 

480 

459 

2,000 

Interest 

344 

Other 

35 

71 

1,291 

1,033 

3,873 

Net  income  before  recoveries 

4,625 

5,343 

5,561 

Recoveries  (Note  8) 

1,500 

795 

21,282 

Net  income  before  provision  for  income  taxes 

6,125 

6,138 

26,843 

Provision  for  deferred  income  taxes 

2,223 

1,468 

8,709 

Net  income  for  the  year 

$3,902 

4,670 

18,134 

Retained  earnings  at  beginning  of  year 

49,938 

3  1 ,804 

Retained  earnings  at  end  of  year 

$  54,608 

$  49,938 
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NFI  FINANCE,  INC. 
CONSOLIDATED  STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  YEAR  ENDED  DECEMBER  31,  1996 
(thousands  of  dollars) 


1996 

1995 

Operating  activities 

Net  income  for  the  year 

$  4,670 

$  18,134 

Write  down  of  property  held  for  sale 

707 

Deferred  income  taxes 

1,468 

8,709 

Other  non-cash  items 

(598) 

(2.952) 

5.540 

24. 

Investing  activities 

Collection  of  notes  receivable 

1 1.565 

66.972 

Disposal  of  property  held  for  sale 

600 

12.165 

66.972 

Financing  activities 

Decrease  in  bank  indebtedness 

(33.245) 

Reduction  of  agreement  payable 

(33.245) 

Increase  in  cash  for  the  year 

17.705 

58.325 

Cash  and  short-term  investments  at  beginning  of  year 

57.638 

(687) 

Cash  and  short-term  investments  at  end  of  year 

$  75.343 

S  57.638 

NFI  FINANCE,  INC. 
NOTES  TO  THE  CONSOLIDATED  FINANCIAL  STATEMENTS 
DECEMBER  31,  1996 

Note  1  Authority 

NFI  Finance,  Inc.  and  its  wholly  owned  subsidiaries  NovAtel  Finance,  Inc.,  Systems  Finance  Inc.,  and  Cellular 
Finance  Inc.  were  incorporated  under  the  laws  of  the  State  of  Delaware,  United  States  of  America.  The  companies 
are  ultimately  wholly  owned  by  the  Province  of  Alberta  through  the  Alberta  Government  Telephones  Commission 
(the  Commission)  and  accordingly  operations  in  Canada  are  exempt  from  Canadian  income  taxes.  The  companies 
are  subject  to  domestic  income  taxes  in  the  United  States  of  America. 

Note  2      Nature  of  Operations 

By  sale  agreements  effective  May  29,  1 992,  NovAtel  Communications  Ltd.  (NovAtel),  a  wholly  owned  subsidiary 
of  the  Commission,  was  reorganized  and  sold.  As  part  of  the  reorganization,  NFI  Finance,  Inc.  a  wholly  owned 
subsidiary  of  the  Commission,  acquired  all  outstanding  shares  of  NovAtel  Finance,  Inc.,  Systems  Finance,  Inc.  and 
Cellular  Finance  Inc  from  NovAtel  The  purpose  of  the  reorganization  was  to  facilitate  the  management  and 
orderly  disposition  of  the  assets 

Management  plans  to  complete  disposition  of  remaining  notes  receivable  and  the  property  held  for  sale  by  March 
31.  1998  or  as  soon  thereafter  as  is  practicable.  Subsequent  to  the  disposal  of  these  assets,  the  company  will  be 
wound  up  and  any  remaining  cash  will  be  transferred  to  the  Commission. 

Note  3       Summary  of  Significant  Accounting  Policies 

These  consolidated  financial  statements  ha\e  been  prepared  in  accordance  with  generally  accepted  accounting 
principles  in  Canada.  The  significant  accounting  policies  are  as  follows: 

(a)  Basis  of  Consolidation  and  Combination 

The  consolidated  financial  statements  include  the  accounts  of  NFI  Finance,  Inc.  and  its  wholly  owned 
subsidiaries,  NovAtel  Finance,  Inc.,  Systems  Finance,  Inc.  and  Cellular  Finance  Inc 

(b)  Notes  receivable 

Notes  receivable  are  stated  at  cost,  which  includes  principal  amounts  outstanding,  less  provisions  for  losses 
on  notes.  Interest  on  notes  is  recognized  as  income  on  the  accrual  basis  unless  the  notes  have  been  classified 
as  non-performing. 

All  notes  which  have  reached  90  days  in  arrears  or  for  w  hich,  in  management's  judgement,  reasonable  doubt 
exists  as  to  the  ultimate  collectibility  of  principal  or  interest,  are  classified  as  non-performing  and  all  unpaid 
interest  income  is  reversed.  Thereafter  revenue  is  taken  into  income  only  as  collected.  Non-performing 
notes  are  stated  at  the  lower  of  cost  and  estimated  net  realizable  value. 
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Individual  non-performing  notes  are  reviewed  regularly  and  if,  in  management's  judgement,  full  recovery  of 
principal  is  not  expected,  a  specific  provision  for  estimated  losses  is  recorded.  In  addition,  based  on 
management's  judgement,  a  general  provision  for  loss  is  recorded  to  recognize  unforeseeable  losses  in  the 
note  portfolio. 

(c)  Deferred  income  taxes 

Deferred  income  taxes  are  provided  for  all  significant  timing  differences  between  the  recognition  of  income 
and  expenses  for  financial  statement  and  income  tax  purposes. 

(d)  Property  held  for  sale 

Property  held  for  sale,  which  consists  of  land  and  commercial  properties,  is  stated  at  the  lower  of  cost  and 
estimated  net  realizable  value. 


(e)    Foreign  currency  translation 

Commencing  January  1 ,  1 993,  the  foreign  operations  have  been  accounted  for  as  self-sustaining  operations. 
The  assets  and  liabilities  denominated  in  foreign  currencies  are  translated  into  Canadian  dollars  at  the 
exchange  rates  prevailing  at  the  balance  sheet  date.  Income  and  expenses  are  translated  at  average  exchange 
rates  prevailing  during  the  year.  Foreign  currency  translation  adjustments  are  deferred  and  included  in  a 
separate  component  of  the  shareholder's  equity  described  as  "Foreign  Currency  Translation  Adjustments." 


Note  4      Cash  and  Short-term  Investments 


1996 


1995 


Bank  deposits 
CCITF  account 
Short-term  investments 


US$ 

$  941 

32,377 
21,825 
$55,143 


CDNS  USS 
(thousands  of  dollars) 


$  1,289 
44,162 
29,892 

$  75,343 


$  222 
22,175 
19,819 

$42,216 


CDN$ 

$  303 
30,279 
27,056 

$  57,638 


The  Consolidated  Cash  Investment  Trust  Fund  (CCITF)  is  a  demand  account  managed  by  Alberta  Treasury  with 
the  objective  of  providing  competitive  interest  income  to  depositors  while  maintaining  maximum  security  and 
liquidity  of  depositors'  capital.  The  portfolio  is  composed  of  high  quality  short-term  and  mid-term  fixed  income 
securities  with  a  maximum  term  to  maturity  of  five  years. 


Short-term  investments  is  comprised  of  90  day  fixed  rate  US$  term  deposits  issued  by  the  Province  of  Alberta. 
These  term  deposits  are  reinvested  as  they  mature.  Due  to  the  short-term  nature  of  these  investments,  the  stated 
book  value  approximates  fair  value. 


Note  5       Notes  Receivable 


1996 


1995 


US$ 


Performing 
Non-performing 

Provision  for  losses  on  notes 


$  7,439 
981 
8,420 
(2,832) 
$5,588 


CDN  $ 


US$ 


(thousands  of  dollars) 


$  10,188 
1,344 
1 1,532 
(3,879) 

$  7,653 


$  16,756 
1,102 
17,858 
(3,781) 

$  14,077 


CDN  $ 

$22,875 
1,505 
24,380 
(5,162) 

$  19,218 


Notes  receivable  represent  amounts  loaned  under  Loan  and  Security  Agreements  with  companies  holding  cellular 
system  licences  in  the  United  States  to  finance  the  acquisition  of  cellular  system  equipment,  to  finance  expansion 
of  operations  and  to  meet  working  capital  requirements. 

The  notes  bear  interest  primarily  at  US  prime  plus  2%,  are  repayable  in  US  $  commencing  in  the  third  year  of  their 
seven  year  term,  and  are  secured  by  first  charges  on  the  licence  holders'  equipment  and  all  other  assets  including,  to 
the  extent  permitted  by  law,  the  licence,  and  a  pledge  of  their  capital  stock  or  partnership  interests. 


Note  6      Capital  Stock 

1996  1995 

Authorized  -  1 ,000  common  shares  of  no  par  value 

Issued       -  101  common  shares  (101  shares  1995)  $    2  $  2 
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Note  7       Foreign  Currency  Translation  Adjustments 


1996  1995 


(thousands  of  dollars) 


Balance  at  beginning  of  year  $  787  5  1,264 

Translation  adjustments  for  the  year  arising  from  change  in  foreign  exchange  rates  (6)  (477) 

Balance  at  end  of  year  S  78 1  S  787 


Note  8  Recoveries 


1996  1995 


(thousands  of  dollars) 

Recovery  of  provision  for  losses  on  notes  $  795  $  2 1 ,989 

Write  down  of  property  held  for  sale   i "' ~ 

Total  $  795  $21,282 


Note  9  Budget 

The  1996  budget  was  approved  by  the  Province  of  Alberta  in  July,  1996. 

Note  10     Salaries  and  Benefits 

The  company  did  not  pay  any  salaries  or  benefits  to  its  officers  and  sole  director  in  1996  and  1995. 


Note  1 1     Approval  of  Financial  Statements 

These  financial  statements  were  approved  by  the  Commission. 
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S  C  FINANCIAL  LTD. 
FINANCIAL  STATEMENTS 
DECEMBER  31,  1996 


Auditor's  Report 

Balance  Sheet 

Statement  of  Income 

Notes  to  the  Financial  Statements 


AUDITOR'S  REPORT 


The  Shareholder  of 
S  C  Financial  Ltd. 

I  have  audited  the  balance  sheet  of  S  C  Financial  Ltd.  as  at  December  31,  1996  and  the  statement  of 
income  for  the  year  then  ended.  These  financial  statements  are  the  responsibility  of  the  Company's 
management.  My  responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  my 
audit. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement  presentation. 

In  my  opinion,  these  financial  statements  present  fairly,  in  all  material  respects,  the  financial  position 
of  the  Company  as  at  December  31,  1996  and  the  results  of  its  operations  and  the  changes  in  its 
financial  position  for  the  year  then  ended  in  accordance  with  generally  accepted  accounting 
principles. 


Edmonton,  Alberta 
March  3,  1997 


Peter  Valentine,  FCA 
Auditor  General 
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S  C  FINANCIAL  LTD. 

BALANCE  SHEET 
DECEMBER  31,  1996 
(thousands  of  dollars) 

1996  1995 

ASSETS 

Cash  $         1  $  1 

Stabilization  Preferred  Shares  (Note  3)   -_   ; 

_$  1_        _S  I 

SHAREHOLDER'S  EQUITY 


$  1_        J  I 

$         1  $  1 


The  accompanying  notes  are  part 
of  these  financial  statements. 

Signed  on  behalf  of  the  Board 

E.  A.  Chnstensen 
Director 

J.  Laitner 
Director 


Share  Capital 

Authorized  -  Unlimited  number  of 

Class  A  shares 
Issued       -  10  Class  A  shares 


S  C  FINANCIAL  LTD. 
STATEMENT  OF  INCOME 
FOR  THE  YEAR  ENDED  DECEMBER  3 1 ,  1 996 
(thousands  of  dollars) 


1996  1995 


Budget 

Actual 

Actual 

Revenue: 

Recover,  on  indemnity  from  the  Province  of  Alberta 

(Note  3) 

$20,713 

$  15.551 

$22,816 

Special  contribution  from  Credit  Union  Deposit  Guarantee 

Corporation  (Note  1 ) 

4.396 

4.652 

4,315 

25.109 

20.203 

27,131 

Expense: 

Interest  on  debentures  (Note  3) 

25,109 

20.203 

27.131 

Net  income  for  the  year 

S 

S 

S 
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S  C  FINANCIAL  LTD. 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
DECEMBER  31,  1996 


Note  1      Nature  of  Operations 

S  C  Financial  Ltd.  (the  Company)  was  incorporated  on  May  29,  1 986  under  the  Alberta  Business  Corporations  Act, 
as  a  wholly-owned  company  of  the  Credit  Union  Deposit  Guarantee  Corporation  (CUDGC),  a  Provincial 
Corporation.  The  Company  is  a  deposit  insurance  corporation  by  virtue  of  it  being  a  wholly-owned  company  of  a 
deposit  insurance  corporation.  Accordingly,  it  is  treated  as  such  for  income  tax  purposes. 


Pursuant  to  the  Credit  Union  Deficit  Financing  Agreement,  the  Company  provided  deficit  financing  assistance  to 
supervised  credit  unions.  In  1986,  Stabilization  Preferred  Shares  Series  B  were  issued  by  credit  unions  to  the 
Company  in  exchange  for  debentures  totalling  $335,000,000.  CUDGC  provided  funds  to  the  Company  to 
purchase  investments  which  will  accumulate  to  $335,000,000  at  October  31,  2010  in  order  to  repay  debentures 
outstanding  and  the  Province  of  Alberta  (Province)  at  that  date  (Note  3).  Pursuant  to  an  agreement  effective 
January  1 ,  1 992,  the  Company  transferred  the  assets  of  the  fund  to  N.A.  Properties  ( 1 994)  Ltd.  (wholly-owned  by 
the  Province).  In  exchange,  N.A.  Properties  (1994)  Ltd.  assumed  the  Company's  obligation  to  repay 
$335,000,000. 


In  1989,  CUDGC  contributed  $12,524,000  to  the  Company  to  provide  cash  deficit  financing  assistance  to 
supervised  credit  unions  in  exchange  for  Stabilization  Preferred  Share  Series  B. 

The  Credit  Union  Restructuring  Agreement  requires  CUDGC  to  make  an  annual  special  contribution  equal  to 
0. 1 1%  of  credit  union  deposits  and  borrowings  (loans  payable)  to  the  Company  as  directed  by  the  Province,  each 
year  through  to  2010.  For  the  1996  fiscal  year,  the  special  contribution  was  $4,652,000  (1995  $4,315,000). 


Note  2       Financial  Statement  Presentation 

A  statement  of  changes  in  financial  position  is  not  provided  as  disclosure  in  these  financial  statements  is 
considered  to  be  adequate. 


Note  3       Stabilization  Preferred  Shares 


The  Stabilization  Preferred  Shares  Series  B  have  no  value  to  the  Company  itself  because  any  redemptions  thereon 
flow  through  the  Company  and  accrue  to  the  benefit  of  the  Province  or  CUDGC.  Therefore,  these  shares  do  not 
appear  as  an  asset  with  value  on  the  balance  sheet  of  the  Company. 

The  Stabilization  Preferred  Shares  are  non- voting  and  are  not  entitled  to  dividends.  They  are  redeemable  at  the 
option  of  the  credit  unions  for  the  issue  price,  or  otherwise  shall  be  redeemed  in  an  amount  equal  to  25%  through 
1 999  inclusive,  and  50%  thereafter,  of  the  annual  net  income  of  the  credit  unions.  Any  funds  received  in  respect  of 
redemption  of  the  Stabilization  Preferred  Shares  are  used  on  a  pro  rata  basis  to  repay  the  debentures  and/or 
CUDGC.  The  amount  of  debentures  outstanding  after  the  1996  redemptions  is  $311,693,404.  The  future 
obligation  of  N.A.  Properties  ( 1 994)  Ltd.  (see  Note  1 )  would  be  $3 1 1 ,693,404  to  the  credit  unions  and  $23,306,596 
to  the  Province  at  October  31,2010.  These  amounts  will  change  based  on  annual  redemptions  through  to  October 
31,  2010.  The  present  value  of  this  future  obligation  is  $93,114,000  which  is  supported  by  assets  totalling 
$93,1 14,000  held  by  N.A.  Properties  ( 1994)  Ltd. 

On  a  quarterly  basis,  the  Company  pays  interest  on  the  debentures  at  the  lesser  of  14%  or  prime.  CUDGC,  with  an 
indemnity  from  the  Province,  guarantees  payment  of  the  interest. 


Note  4       Due  to  Related  Parties 


Transactions  with  related  parties  are  undertaken  to  meet  funding  commitments  under  the  Credit  Union  Deficit 
Financing  Agreement  and  Credit  Union  Restructuring  Agreement.  Balances  have  been  disclosed  on  a  net  basis  in 
these  financial  statements  to  reflect  the  flow-through  nature  of  the  transactions. 


1996  1995 
(thousands  of  dollars) 

Redemption  of  Stabilization  Preferred  Shares: 

Due  from  credit  unions  $  474  $1,310 

■   Due  to  credit  ■unions  en  repayment  of  debentures  -  <453)  (1,269) 

Due  to  Credit  Union  Deposit  Guarantee  Corporation  (2 1 )  (41 ) 


Interest  on  debentures: 

Due  to  credit  unions  (2,604)  (4,108) 

Due  (to)  from  Province  to  fund  interest  (2,048)  (207) 
Due  from  Credit  Union  Deposit  Guarantee 

Corporation  -  special  contribution  4,652  4,3 1 5 


Note  5       1996  Budget 

The  1996  budget  was  approved  by  the  Board  of  Directors  on  September  27,  1995. 
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TREASURY  BRANCHES  DEPOSITS  FUND 
FINANCIAL  STATEMENTS 
MARCH  31,  1997 

Auditor's  Report 

Statement  of  Assets  and  Liabilities 
Statement  of  Income 
Statement  of  Equity 

Statement  of  Changes  in  Financial  Position 
Notes  to  the  Financial  Statements 


AUDITOR'S  REPORT 

To  the  Provincial  Treasurer 

I  have  audited  the  statement  of  assets  and  liabilities  of  the  Treasury  Branches  Deposits  Fund  as  at 
March  31,1 997,  and  the  statements  of  income,  equity  and  changes  in  financial  position  for  the  year 
then  ended.  These  financial  statements  are  the  responsibility  of  the  Fund's  management.  My 
responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  my  audit. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement  presentation. 

In  my  opinion,  these  financial  statements  present  fairly,  in  all  material  respects,  the  financial  position 
of  the  Fund  as  at  March  31,  1997  and  the  results  of  its  operations  and  the  changes  in  its  financial 
position  for  the  year  then  ended  in  accordance  with  generally  accepted  accounting  principles. 


Edmonton,  Alberta 
May  28,  1997 


Peter  Valentine,  FCA 
Auditor  General 
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TREASURY  BRANCHES  DEPOSITS  FUND 
STATEMENT  OF  ASSETS  AND  LIABILITIES 
AS  AT  MARCH  31,  1997 
(S  in  thousands) 


1997 

1996 

ASSETS 

Cash  resources 

Cash  and  deposits  with  Bank  of  Canada 

$  44,381 

$  59,118 

Deposits  with  other  banks 

484,772 

479,739 

Cheques  and  other  items  in  transit,  net 

- 

12.448 

529,153 

551,305 

Securities  (Note  3) 

Issued  or  guaranteed  by  Canada 

85,782 

102,082 

Other  securities 

381,380 

301,243 

a ai  i 
4o  /,  1  n  1 

4UJ.S2? 

Loans  net  of  allowance  for  credit  impairment  (Notes  4  and  5) 

Mortgage  loans 

2,644,306 

2,470,499 

Consumer  loans 

1,043,132 

1,079,094 

Other  loans 

3,612,929 

4,123,759 

7,300,367 

7,673,352 

Other 

Land,  buildings  and  equipment  (Note  6  and  17) 

58,538 

66,655 

Other  assets  (Note  7) 

111,620 

123,930 

170,158 

190,585 

S  8,466,840 

$  8,818,567 

l  i  a  nil  iTirc 

L1AB1L1 1 1LS 

Deposits  (Note  8) 

Payable  on  demand 

$  1,391,466 

$  1,250,334 

Payable  after  notice 

1,491,608 

1,413,421 

Payable  on  a  fixed  date 

5,525,1 19 

6,014,875 

8,408,193 

8,678,630 

Other 

Cheques  and  other  items  in  transit,  net 

15,134 

Other  liabilities  (Notes  9,  1 0  and  17) 

195,491 

167,585 

210,625 

167,585 

Equity  (deficit) 

(151,978) 

(27,648) 

S  8,466,840 

S  8,818,567 

The  accompanying  notes  are  part 
of  these  financial  statements. 
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TREASURY  BRANCHES  DEPOSITS  FUND 

STATEMENT  OF  INCOME 
FOR  THE  YEAR  ENDED  MARCH  31,  1997 
($  in  thousands) 


1997 


Interest  income 

Income  from  loans 

Income  from  securities 

Income  from  deposits  with  banks 

Interest  expense 
Interest  on  deposits 
Net  interest  income 

Provision  for  credit  impairment  (Note  5) 

Net  interest  income  after  provision  for  credit  impairment 

Other  income 

Net  interest  and  other  income 
Non-interest  expense 

Salaries  and  staff  benefits  (Notes  1 0  and  1 1 ) 

Premises  and  equipment  expenses,  including  amortization 

Restructuring  costs  (Note  17) 

Other  expenses 

Total  non-interest  expense 

Net  income  (loss) 


$  558,965 
16,261 
17,735 
592.961 

352,983 
239.978 
198,343 


41,635 
66,070 


107,705 

111,529 
47,574 
22.175 
50,757 
232.035 
$(124,330) 


1996 

;  686,574 
30,521 
2  3.4  >S 
740.533 

505.235 
235.298 

64.041 
171,257 

70,181 
241.438 

118,126 
45.355 

41.938 
205.419 
;  36,019 


TREASURY  BRANCHES  DEPOSITS  FUND 

STATEMENT  OF  EQUITY 
FOR  THE  YEAR  ENDED  MARCH  3 1 ,  1 997 
(S  in  thousands) 


1997  1996 


Deficit  at  beginning  of  year  $  27,648  S  63,667 

Net  loss  (income)  124,330  (36.019) 

Deficit  at  end  of  year  $  151,978  $27,648 
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TREASURY  BRANCHES  DEPOSITS  FUND 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  YEAR  ENDED  MARCH  31,  1997 
($  in  thousands) 


1997 

1996 

Cash  flows  from  operating  activities 

Net  (loss)  income  for  the  year 

$  (124,330) 

$  36,019 

Adjustments  to  determine  net  cash  provided  by  operating  activities 

Provision  for  credit  impairment 

198,343 

64,041 

Amortization 

23,133 

17,376 

Net  decrease  in  other  assets 

12,310 

94,134 

Net  increase  (decrease)  in  other  liabilities 

27,906 

(92,369) 

137,362 

1 19,201 

Cash  flows  from  financing  activities 

Net  increase  (decrease)  in  deposits  payable  on  demand 

141,132 

(35,363) 

Net  increase  in  deposits  payable  after  notice 

78,187 

36,666 

Net  decrease  in  deposits  payable  on  a  fixed  date 

(489,756) 

(275,999) 

(270,437) 

(274,696) 

C nch  ncfH  in  i n vf*ct i n o  activities 

V^doll                 111  11 1  V  (.dill  1(4  utH  V  IIIvj 

Net  increase  in  non-operating  deposit  balances  with  other  banks 

7,939 

153,937 

Net  increase  (decrease)  in  securities 

63,837 

(202,543) 

Net  increase  in  mortgage  loans 

173,807 

21,724 

Net  (decrease)  increase  in  consumer  loans 

(35,734) 

108,713 

Net  decrease  in  other  loans 

(312,715) 

(233,247) 

Net  increase  in  land,  buildings  and  equipment 

1  J,U  1  0 

1  [,70/ 

(87,850) 

(134.42')) 

Net  decrease  in  cash 

(45,225) 

(16,066) 

Cash  at  beginning  of  year 

78,201 

94.267 

Cash  at  end  of  year 

$  32,976 

$  78,201 

Consists  of 

Cash  and  deposits  with  Bank  of  Canada 

$  44,381 

$  59,118 

Operating  deposit  balances  with  other  banks 

3,729 

6,635 

Cheques  and  other  items  in  transit,  net 

(15,134) 

12,448 

$  32,976 

$  78,201 

TREASURY  BRANCHES  DEPOSITS  FUND 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
MARCH  31,  1997 

Note  1  Authority 

The  Treasury  Branches  Deposits  Fund  (the  "Fund")  operates  under  the  authority  of  the  Treasury  Branches  Act, 
Chapter  T-7,  Revised  Statutes  of  Alberta  1980,  with  amendments  in  force  as  of  June  12,  1996. 

Note  2       Significant  Accounting  Policies 

The  financial  statements  are  prepared  by  management  in  accordance  with  generally  accepted  accounting 
principles.  Comparative  amounts  have  been  reclassified  where  necessary  to  conform  with  the  current  year's 
presentation.  The  significant  accounting  policies  followed  in  the  preparation  of  these  financial  statements  are 
summarized  below: 

(a)  Securities 

Securities  are  reported  at  cost  or  amortized  cost,  adjusted  to  recognize  other  than  temporary  impairment  in 
the  underlying  value.  Securities  are  purchased  with  the  intention  to  hold  them  to  maturity,  or  until  market 
conditions  render  alternative  investments  more  attractive.  Gains  and  losses  on  disposal  of  securities  are 
included  in  income  in  the  year  in  which  they  occur. 

(b)  Loans 

Loans  are  stated  net  of  any  unearned  income  and  an  allowance  for  credit  impairment.  Interest  income  is 
recorded  on  the  accrual  basis  for  all  satisfactory  loans  and  accrued  interest  on  loans  is  reported  in  other  assets 
in  the  Statement  of  Assets  and  Liabilities. 


FINANCIAL  STATEMENTS  OF  THE  MINISTRY  AND  ITS  ENTITIES 


193 


A  loan  is  classified  as  impaired  when,  in  the  opinion  of  management,  there  is  reasonable  doubt  as  to  the 
timely  collection  of  some  portion  of  principal  or  interest.  A  loan  where  payment  of  interest  is  contractually 
past  due  90  days  is  classified  as  impaired  unless  management  determines  there  is  no  reasonable  doubt  as  to 
the  collectibility  of  all  interest  and  principal. 

When  interest  or  principal  is  past  due  1 80  days  all  loans  are  classified  as  impaired  with  the  exception  of  loans 
which  are  federal  or  provincial  government  guaranteed.  Credit  card  balances  are  fully  provided  for  when  a 
payment  is  180  days  arrears.  When  a  loan  is  classified  as  impaired,  recognition  of  interest  income  in 
accordance  with  the  original  loan  agreement  ceases.  Any  subsequent  payments  received  on  an  impaired  loan 
are  applied  to  reduce  the  recorded  investment  in  the  loan. 

When  an  impaired  loan  is  restructured,  the  recorded  investment  in  the  loan  is  reduced  by  the  cost  of 
concession  granted,  and  the  reduction  is  recognized  as  a  charge  for  loan  impairment  in  the  Statement  of 
Income  in  the  period.  Subsequent  to  restructuring,  interest  income  is  recognized  on  the  recorded  investment 
in  the  loan  for  all  performing  loans. 

Impaired  loans  are  returned  to  performing  status  when  there  is  no  longer  any  reasonable  doubt  regarding  the 
timely  collection  of  all  principal  and  interest,  all  amounts  in  arrears  have  been  collected,  and  all  charges  for 
loan  impairment  have  been  reversed. 

Loan  fees  are  recognized  in  income  over  the  appropriate  lending  or  commitment  period. 

(c)  Allowance  for  Credit  Impairment 

An  allowance  for  credit  impairment  is  maintained  in  an  amount  considered  adequate  to  absorb  credit  losses. 
Credit  losses  arise  primarily  from  loans  but  also  from  credit  instruments  such  as  loan  guarantees  and  letters  of 
credit.  The  allowance  is  increased  by  a  provision  for  credit  impairment  which  is  charged  to  income  and 
reduced  by  write-offs,  net  of  recoveries. 

A  specific  allowance  on  loans  is  established  on  an  individual  loan  basis  to  reduce  the  carrying  book  values  to 
estimated  realizable  values.  Estimated  realizable  values  are  measured  by  discounting  the  expected  future 
cash  flows  at  the  effective  rate  inherent  in  the  loans  When  the  amounts  and  timing  of  future  cash  flows 
cannot  be  reliably  established,  estimated  realizable  values  are  measured  by  the  observable  market  prices  for 
the  loans  or  their  underlying  security.  In  addition,  a  general  allowance  on  loans  is  established  which  is 
prudential  in  nature  and  is  required  to  absorb  losses  inherent  in  the  loan  portfolio,  for  which  a  specific 
allowance  cannot  yet  be  determined 

The  allowance  for  credit  impairment  is  deducted  from  the  related  asset  category  except  any  amounts 
provided  to  cover  potential  losses  from  loan  guarantees  and  letters  of  credit  which  are  included  in  other 
liabilities. 

(d)  Land.  Buildings  and  Equipment 

Land  is  reported  at  cost.  Buildings,  equipment  and  leasehold  improvements  are  reported  at  cost  less 
accumulated  amortization.  Amortization  is  calculated  using  the  straight-line  method  over  the  estimated 
useful  lives  of  the  related  assets. 

The  maximum  life  limits  for  the  various  classes  are  as  follows: 


Gains  and  losses  on  the  disposal  or  write-down  of  capital  assets  are  recorded  in  the  Statement  of  Income  in 
the  year  of  disposal 

(e)    Translation  of  Foreign  Currencies 

Foreign  currency  assets  and  liabilities  are  translated  into  Canadian  dollars  at  rates  prevailing  at  the  date  of  the 
financial  statements 

Foreign  currency  income  and  expenses  are  translated  into  Canadian  dollars  at  the  average  rate  throughout  the 
year. 

Realized  and  unrealized  gains  and  losses  on  foreign  currency  transactions  are  included  in  other  income  in  the 
Statement  of  Income  Foreign  exchange  positions  are  hedged  as  much  as  practicable  by  forward  exchange 
contracts. 

(0  Derivatives 

The  Fund  enters  into  derivative  transactions  in  order  to  manage  the  risks  associated  with  its  interest  rate 
exposures  and  other  market  risks  Derivative  products  used  by  the  Fund  include  interest  rate  swaps  and 
index-linked  swaps. 

The  net  income  or  expense  related  to  swap  transactions  is  deferred  and  recognized  over  the  term  of  the  swap 
agreement  as  an  adjustment  to  interest  income  or  interest  expense  in  the  Statement  of  Income. 

(g)    Impact  of  Recently  Issued  Accounting  Standards 

In  September  1995,  the  Canadian  Institute  of  Chartered  Accountants  issued  handbook  Section  3860, 
"Financial  Instruments  -  Disclosure  and  Presentation",  which  takes  effect  this  year.  The  Fund's  adoption  of 
the  new  standards  had  no  impact  on  its  financial  results,  but  resulted  in  expanded  disclosure  and  presentation 
in  the  Notes  to  the  Financial  Statements. 


Buildings 

Leasehold  improvements 
Computer  equipment 
Other  equipment 


to  20  years 
to  10  years 
to  5  years 
to  1 0  years 
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Note  3  Securities 

All  securities  held  at  March  31,  1997  mature  within  one  year. 

The  cost  or  amortized  cost  of  securities  approximates  the  market  value  of  securities  as  at  March  31,1 997.  Average 
effective  yield  of  the  securities  held  at  March  31,1997  was  3.48%  (1996  -  5.42%). 


Note  4      Loans  ($  in  thousands) 

Loans  consist  of  the  following: 


1997  1996 


Net  Net 
Recorded  Specific  General  Carrying  Carrying 

Investment        Allowance       Allowance  Value  Value 


Residential  mortgages  $2,649,359  $     3,472  $    1,581  $2,644,306  $2,470,499 

Personal  financing  and  • 

credit  card  loans  1,061,480  14,440  3,908  1,043,132  1,079,094 

Agricultural  programs  1,000,620  5,909  2,656  992,055  1,029,203 
Independent  business 

programs  995,132  40,400  12,818  941,914  952,621 
Commercial  and 

government  loans  1,844,967  140,902  25,105  1,678,960  2,141,935 

$  7,551,558  $205,123  $  46,068  $  7,300,367  $  7,673,352 


At  March  31,  1997,  there  were  no  loans  outstanding  to  Alberta  Crown-controlled  corporations  (1996  -  $24,021). 
Impaired  Loans  (Included  in  the  preceding  schedule.) 

In  previous  years  the  general  allowance  was  established  by  reference  to  loans  which  are  generally  in  arrears,  have 
greater  than  normal  risk,  but  do  not  warrant  a  specific  provision.  Effective  for  the  year  ended  March  31,1 997.  a 
general  provision  has  also  been  established  for  current  loans  based  on  an  estimate  of  the  losses  present  but 
unidentified  in  the  current  loan  portfolio.  The  effect  of  this  change  has  been  applied  prospectively  and  increased 
the  loss  in  1996/97  by  $27,228. 


1997 

1996 

Net 

Nel 

Recorded 

Specific 

Carrying 

Carrying 

Investment 

Allowance 

Value 

Value 

Residential  mortgages 

$  22,761 

$  3,472 

$  19,289 

$  23.501 

Personal  financing  and  credit  card  loans 

18,961 

14,440 

4,521 

7,200 

Agricultural  programs 

26,41  1 

5,909 

20,502 

7,886 

Independent  business  programs 

66,130 

40,400 

25,730 

14,965 

Commercial  and  government  loans 

447,769 

140,902 

306.867 

278.372 

$  582,032 

$  205,123 

$  376,909 

$  331,924 

The  total  recorded  investment  in  assets  acquired  in  satisfaction  of  problem  loans  was  $57,889  with  an  allowance 
for  impairment  of  $9,009,  and  a  net  realizable  value  of  $48,880  ( 1996  -  $107,730).  These  amounts  are  included  in 
the  above  schedules. 


The  following  table  analyzes  the  Fund's  loan  portfolio  by  the  contractual  repricing  or  maturity  dates,  whichever 
are  earlier.  Average  effective  yields  are  based  on  net  carrying  values  and  contractual  interest  rates  as  at  year  end: 

Within          3  Months            1  to  5               1997  1996 

Floating         3  Months        to  1  Year           Years              Total  Total 

Total  loans            $2,909,763      $678,052      $1,022,187      $2,690,365      $7,300,367  $7,673,352 
Average  effective 

yield                        5.99             7.04               7.37               7.97               7.01  8.33 


Note  5       Allowance  for  Credit  Impairment  ($  in  thousands) 

1997  1996 

Balance  at  beginning  of  year  $209,582  $231,938 

Provision  for  credit  impairment  charged  to  the  Statement  of  Income  1 98,343  64,04 1 

Write-offs  (169,092)  (93,377) 

Recoveries  12,358  6.980 

Balance  at  end  of  year  $251,191  $209,582 
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Note  6       Land,  Buildings  and  Equipment  ($  in  thousands) 

Land,  buildings  and  equipment  are  summarized  as  follows: 


Land 

Buildings 

Equipment 

Leasehold  improvements 
March  31,  1996 


Cost 


$  7,377 
57,643 
96,354 
31,893 

$  193.267 

$  179,940 


1997 


Accumulated 
Amortization 

$ 

35,378 
79,386 
19,965 
S  134,729 

$  113,285 


Net 
Carrying 
Amount 

$  7,377 
22.265 
16,968 
1 1,928 

$  58,538 


1996 


Net 
Carrying 
Amount 

$  7,522 
24,182 
22,119 
12,832 

$66,655 


Note  7      Other  Assets  ($  in  thousands) 

Other  assets  are  summarized  as  follows: 


Accrued  interest  receivable 

Other  items,  including  accounts  receivable,  foreign  exchange  contracts 
and  prepaid  items 


1997 


$  90,267 

21,353 
$  1 1 1,620 


1996 


$  1 12,144 

1 1,786 
S  123.930 


Note  8       Deposits  ($  in  thousands) 

The  repayment  of  all  deposits  including  accrued  interest  is  guaranteed  by  the  Crown  in  right  of  Alberta 

Deposits  are  summarized  as  follows: 

1997 


Deposits  by  the  Province  of  Alberta 
Deposits  by  others 


$  211,082 
8.197,1 1 1 
S  8.408.193 


1996 


$  298,877 
8,379,753 
$  8,678,630 


Deposits  by  the  Province  of  Alberta  include  deposits  for  loans  made  under  the  Alberta  Farm  Credit  Stability 
Program  and  the  Alberta  Small  Business  Term  Assistance  Plan  in  the  amount  of  $209,085  (1996  -  $292,438). 

The  following  table  provides  an  analysis  of  deposits  by  contractual  repricing  or  maturity  dates,  whichever  are 
earlier  Average  effective  interest  rates  are  based  on  book  values  and  contractual  interest  rates  as  at  year  end 


Deposits 

Average  effective  interest 
rate 

Average  effective  interest 
after  adjusting  for 
related  derivatives 


Floating  and 
Non-rate 
Sensitive 

$2,882,957 

0.87 

0.72 


Within 

3  Months 

$2,023,073 
3  19 

3.30 


3  Months 
to  1  Year 

$1,680,723 
4.80 

4.80 


1  to  5 
Years 


1997 
Total 


1 1,821.440  $8,408,193 
6.45  3.42 


1996 
Total 


$8,678,630 
4.97 


6.46 


3.50 


5.04 


Note  9      Other  Liabilities  (S  in  thousands) 

Other  liabilities  are  summarized  as  follows: 

1997  1996 

Accrued  interest  payable  $  72,323  $105,616 

Other  items,  including  accounts  payable,  foreign  exchange  contracts, 

pension  liability  and  accruals  123,168  61,969 

$  195,491  $  167,585 


Note  10     Pension  Liability  ($  in  thousands) 


The  Fund  participates  with  other  employers  in  the  Public  Service  and  Management  Employees  Pension  Plans. 
These  plans  provide  pensions  for  the  Fund's  employees  based  on  years  of  service  and  earnings. 
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The  Fund  had  an  unfunded  pension  liability  for  each  plan  as  at  March  31  which  was  estimated  as  follows: 


1997 

1996 

Public 
Service 
Pension 
Plan 

Management 
Employees 
Pension  Plan 

Total 

Total 

Balance  at  the  beginning  of  year 

$  6,999 

$  16,803 

$23,802 

$21,726 

Increase  (decrease)  during  the  year 

(3.053) 

(2,066) 

(5,119) 

2,076 

Balance  at  the  end  of  year 

$  3,946 

$  14,737 

$  18,683 

$23,802 

The  total  unfunded  pension  liability  for  each  plan  as  at  March  31,1 997  was  determined  by  actuarial  valuations,  as 
at  December  31,  1995  for  the  Public  Service  Pension  Plan  and  as  at  December  31,  1994  for  the  Management 
Employees  Pension  Plan,  both  extrapolated  to  March  31,1 997.  The  1 996  comparative  figures  for  both  plans  were 
based  on  the  actuarial  valuations  as  at  December  31,1 994  extrapolated  to  March  31,1 996. 

The  actuarial  valuations  were  determined  using  the  projected  benefit  method  prorated  on  service.  Assumptions 
used  in  the  valuation  are  based  on  the  Pension  Board's  best  estimate  of  future  events.  The  Plans'  future 
experiences  will  inevitably  vary,  perhaps  significantly,  from  the  assumptions.  Any  differences  between  the 
actuarial  assumptions  and  future  experience  will  emerge  as  gains  or  losses  in  future  valuations.  Gains  and  losses 
which  relate  to  the  long  term  are  amortized  over  the  expected  average  remaining  service  life  of  the  employee 
group.  Gains  and  losses  for  which  there  is  reasonable  assurance  regarding  their  measurement  and  realization  are 
recognized  in  income  immediately. 

The  Public  Sector  Pension  Plans  Act  specifies  the  basis  to  determine  the  amount  of  the  total  unfunded  liability  for 
each  plan  which  will  be  funded  by  employers.  The  Fund's  portion  of  those  employers'  liabilities  was  based  on  the 
Fund's  percentage  of  the  total  pensionable  payroll  of  all  employers  in  each  plan. 

The  total  liability  is  recorded  in  the  Statement  of  Assets  and  Liabilities  under  Other  Liabilities.  The  change  in  the 
year  is  included  in  the  Statement  of  Income  under  Salaries  and  Staff  Benefits. 
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Note  1 1     Disclosure  of  Salaries  and  Benefits 


1997 


1996 


Chairman  of  Board 
Board  Members 
CEO  &  Supenntendenl 
Deputy  Supenntendenl 

(Position  abolished 

March  31.  1996) 
Executive  Vice-President, 

Sales  Distnbution 
Vice-Supenntendent, 

Administration  (Position 

abolished  January  3 1 .  1997) 
Senior  Vice-President.  Credit 
Chief  Financial  Officer 
Senior  Vice-President. 

Asset  Recovery  (Posuion 

effective  November21,  19%) 
Senior  Vice-President. 

Policy  &  Strategic  Planning 

(Position  effective 

October  15.  1996) 
Chief  Inspector 

(Appointed  to  Executive 

position  on  November  I.  1996) 
Other  managers 

(Average:  1997:  $58,264 

1996:  S57.980) 
Other  salaned  staff 

(Average  1997:  $28,663 

1996:  $28,481) 
Non-salaned  staff 


Number 

of 
Persons 

I 

14 
I 


573 


2.688 


Salary 


S  36,800 
270,040 
155,814 


93.244 


78.061 
92.037 
72.408 


30,119 


35,879 


39.240 


26.633.142 


Benefits 
and  Vacation 
Allowances  Pavouts 


Unfunded  Pension  Liability  Adjustment  (Note  10) 

Employer  costs  of  other  benefits  and  accruals  not  specifically  allocated 

Total  salary  and  staff  bencfn  expense 


36.914 


15.364 


16.049 

8.932 
2.775 


7,663 


14,947 


4.404 

12.695 
13.119 


7.905 


6,917 


7.263 


5.991.620  760.228 


63.391.397 
5.721.833 

$  96.650.0 14      S  1 9.865, 1 82      $1,1 50,930 


13.345.405  310.668 
453.244 


Total 


$  36.800 
270.040 
200.391 


123.555 


98.514 
113.664 
88.302 


38.024 


42.796 


46.503 


33.384.990 


77,047.470 
6.175.077 
117,666.126 

(5.1I9.0OO) 
(1.018.342) 
$  1  11,528,784 


Number 

of 
Persons 


558 


2.682 


118.274 

133.035 
115.917 


105.510 
117,992 
87,887 


32.352.988 


76.386.147 
S.864.968 
115.282.718 

2,076.000 
767,685 
SI  18.126.403 


Salary  includes  regular  base  pay,  overtime,  lump  sum  payments,  honorana,  and  any  other  direct  cash 
remuneration. 

Benefits  and  allowances  consist  of  payments  made  on  behalf  of  employees  including  pension,  health  care,  dental 
coverage,  medical  benefits,  group  life  insurance,  accidental  disability  and  dismemberment  insurance,  long-term 
disability  plans.  Employment  Insurance  and  Canada  Pension  Plan,  professional  memberships  and  tuition.  The 
benefits  and  allowances  figure  also  includes  the  cost  of  additional  benefits  such  as  staff  suggestion  awards, 
retirement  awards,  awards  for  achievement,  savings  plans,  relocation  allowance  and  car  allowances. 

Automobiles  were  provided  for  the  Superintendent.  Vice-Superintendent.  Executive  Vice-President.  Senior  Vice- 
President.  Asset  Recovery,  Chief  Inspector  and  the  Chief  Financial  Officer;  no  amounts  are  included  in  the 
benefits  and  allowances  figures. 

The  number  of  persons  represents  staff  at  March  3 1 .  Average  salaries  are  calculated  using  these  figures  as  staff 
levels  were  consistent  throughout  the  year. 

Note  12     Related  Party  Transactions 

In  the  ordinary  course  of  business,  the  Fund  provides  normal  banking  services  to  various  Province  of  Alberta 
departments  and  agencies  on  terms  similar  to  those  offered  to  non-related  parties. 
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Note  13     Leases  ($  in  thousands) 

The  Fund  has  obligations  under  long-term  non-cancelable  operating  leases  for  buildings  and  equipment.  The 
future  minimum  lease  payments  for  each  of  the  next  five  years  and  thereafter  are: 


Year  ending  March  31,   1998  $  14,003 

1999  12,125 

2000  8,988 

2001  6,802 

2002  5,261 

2003  and  thereafter  19,760 

$  66,939 


Note  14     Contingent  Liabilities  ($  in  thousands) 

In  the  normal  course  of  business,  the  Fund  has  various  outstanding  contingent  liabilities  which  -include  letters  of 
credit,  letters  of  guarantee,  loan  guarantees  and  the  Fund's  liability  for  certain  items  relating  to  unclaimed  deposit 
balances  and  remittances  which  are  not  included  in  the  Statement  of  Assets  and  Liabilities. 

Guarantees  and  standby  letters  of  credit  represent  an  irrevocable  obligation  to  make  payments  to  a  third  party  in  the 
event  that  the  customer  is  unable  to  meet  its  financial  or  performance  contractual  obligations.  In  the  event  of  a  call 
on  such  commitments,  the  Fund  has  recourse  against  the  customers. 

Contingent  liabilities  are  summarized  as  follows: 

1997  1996 


Guarantees  $408,171  $461,107 

Letters  of  credit  10,207  13,657 

Unclaimed  items  4,490  3,996 


$  422,868  $  478,760 


No  provision  for  credit  losses  on  contingent  liabilities  was  required  at  March  31,  1997  or  March  31,  1996. 

Various  actions  and  legal  proceedings  arising  from  the  normal  course  of  business  are  pending  against  the  Fund. 
Management  does  not  consider  the  aggregate  liability,  if  any,  of  these  actions  and  proceedings  to  be  material. 

Note  15     Off-Balance  Sheet  Financial  Instruments  ($  in  thousands) 

In  the  normal  course  of  business,  the  Fund  enters  into  over  the  counter  off-balance  sheet  interest  rate  swaps  and 
index-linked  swaps.  The  interest  rate  swaps  are  used  to  manage  exposures  to  fluctuations  in  interest  rates  in  the 
Fund's  overall  portfolio.  The  index-linked  swaps  which  are  used  to  manage  fluctuations  in  any  underlying  index, 
are  entered  into  to  hedge  the  risk  arising  from  specific  financial  instruments.  The  Fund  only  enters  into  these 
derivative  instruments  for  its  own  account  and  does  not  act  as  an  intermediary  in  this  market. 

The  interest  rate  and  index-linked  swaps  are  not  included  in  the  Statement  of  Assets  and  Liabilities.  The  notional 
amount  represents  the  amount  to  which  a  rate  or  price  is  applied  in  order  to  calculate  the  exchange  of  cash  flows. 
The  notional  amounts  are  not  exchanged  and  therefore  are  not  at  risk.  Approved  counterparties  and  maximum 
notional  limits  are  established  and  monitored  by  the  management. 

The  notional  amounts  of  the  derivative  contracts  are  summarized  as  follows: 


1  997 

1996 

Maturing 

Ovei  1 

within 

to  5 

1  Year 

Years 

Total 

Total 

Interest  rate  swaps 

$  50,000 

$  125,000 

$  175,000 

$  275,000 

Index-linked  swaps 

675 

89,070 

89,745 

24,245 

$  50,675 

$214,070 

S  264,74s 

$299,245 

The  current  replace  cost  and  fair  value  of  derivative  contracts 

is  summarized  as 

follows: 

Current 

Notional 

Replacement 

Favourable 

Unfavourable 

Amount 

Cost 

Position 

Position 

Interest  rate  swaps 

$  175,000 

$ 

$ 

$  5,667 

Index-linked  swaps 

89,745 

7,839 

7,839 

1,616 

$  264,745 

$  7,839 

$  7,839 

$  7,283 

Fair  values  are  determined  using  pricing  models  which  take  into  account  current  market  and  contractual  prices  of 
the  underlying  instruments,  as  well  as  time  value  and  yield  curve  or  volatility  factors  underlying  the  positions.  Fair 
values  have  been  segregated  between  those  contracts  which  are  in  a  favourable  position  (positive  fair  value)  and 
those  contracts  which  are  in  an  unfavourable  position  (negative  fair  value). 
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Current  credit  exposure  is  limited  to  the  amount  of  loss  that  the  Fund  would  suffer  if  every  counterparty  to  which 
the  Fund  was  exposed  were  to  default  at  once,  which  is  represented  by  the  current  replacement  cost  of  all 
outstanding  contracts  in  a  gain  position.  The  Fund  attempts  to  limit  its  credit  exposure  by  dealing  with 
counterparties  believed  to  be  creditworthy. 


Estimated  Fair  Value  of  On-Balance  Sheet  Financial  Instruments  (S  in  thousands) 

The  amounts  are  designed  to  approximate  the  fair  values  of  the  Fund's  financial  instruments  using  the  valuation 
methods  and  assumptions  described  below.  Since  many  of  the  Fund's  financial  instruments  lack  an  available 
trading  market,  the  fair  values  represent  estimates  of  the  current  market  value  of  instruments,  taking  into  account 
changes  in  market  rates  that  have  occurred  since  their  origination.  Due  to  the  use  of  subjective  assumptions  and 
uncertainties,  the  fair  value  amounts  should  not  be  interpreted  as  being  realizable  in  an  immediate  settlement  of  the 
instruments. 

The  carrying  value  of  most  of  the  Fund's  financial  instruments  is  not  adjusted  to  reflect  changes  in  interest  rates,  as 
it  is  the  Fund's  intention  to  hold  the  instruments  to  maturity. 

The  estimated  fair  values  disclosed  do  not  reflect  the  value  of  items  that  are  not  considered  financial  instruments, 
such  as  capital  assets  or  intangible  assets. 

Estimated  fair  values  of  on-balance  sheet  financial  instruments  are  summarized  as  follows: 


Assets: 
Cash  resources 
Securities 
Loans 
Other  assets 

Liabilities: 
Deposits 
Other  liabilities 


Book 
Value 


$  529,153 
$  467,162 
$7,300,367 
S  111,620 

$8,408,193 
$  210,625 


1997 


Fair 
Value 


$  529,153 
$  467.162 
$7,377,707 
$  111.620 

$8,424,830 
$  210,625 


Fair  Value 
Over  (Under) 
Book  Value 


$ 
$ 

$  77.340 
$ 

$  16,637 
$ 


Book 
Value 


$  551,305 
$  403,325 
$7,673,352 
$  123.930 

$8,678,630 
$  167,585 


1996 


Fair 
Value 


$  551,305 
$  403,325 
$7,763,441 
$  123,930 

$8,718,986 
$  167.585 


Fair  Value 
Over  (Under) 
Book  Value 


$ 
$ 

$  90.089 
$ 

S  40,356 
$ 


Fair  Values  were  determined  as  follows: 
Short-Term  Financial  Instruments 

For  items  which  are  short-term  in  nature,  the  estimated  fair  value  is  equal  to  book  value.  These  include  cash 
resources,  securities,  other  assets  and  other  liabilities. 

Floating  Rate  Financial  Instruments 

For  floating  rate  financial  instruments,  fair  value  is  equal  to  book  value  as  the  interest  rates  automatically  reprice  to 
market. 

Fixed  Rate  Financial  Instruments 

For  fixed  rate  loans,  fair  value  is  determined  by  discounting  the  expected  future  cash  flows  at  market  rates  for  loans 
with  similar  credit  risks. 

For  fixed  rate  deposits,  fair  value  is  determined  by  discounting  ihe  contractual  cash  flows,  using  market  interest 
rates  currently  offered  for  deposits  with  similar  terms 


Note  1 7     Restructuring  Costs  ($  in  thousands) 

During  the  year,  the  Fund's  management  initiated  a  major  restructuring  plan  aimed  at  repositioning  itself  in  the 
marketplace  and  improving  it*  <jffi<aencies.  Irus  plan  was  approved  bv  the  Fund's  Board  of  Directors  in 
November  1996. 


As  a  result,  an  amount  of  $22,175  representing  the  cost  of  business  restructuring  operations  is  recorded  in  the 
Statement  of  Assets  and  Liabilities  as  at  March  31.  1997,  $16,050  is  included  in  Other  Liabilities,  and  $6,125  is 
deducted  from  Land.  Buildings  and  Equipment 
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The  restructuring  costs  recorded  in  the  Statement  of  Income  for  the  year  ended  March  31,1 997  under  Non-interest 
Expenses  are  comprised  of  the  following: 

Rationalization  of  processes  $13,900 
Capital  asset  write-downs  6, 1 25 

Contract  termination  costs  2,150 

$22,175 


The  restructuring  activities  are  anticipated  to  continue  through  the  1998  and  1999  fiscal  years;  any  additional 
future  costs  will  be  recorded  as  they  are  incurred. 
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473654  ALBERTA  LTD. 
(in  liquidation) 
CONSOLIDATED  FINANCIAL  STATEMENTS 
DECEMBER  31,  1996 

Auditor's  Report 
Consolidated  Balance  Sheet 

Consolidated  Statement  of  Liquidation  Activities  and  Deficit 

Consolidated  Statement  of  Cash  Flow 

Notes  to  the  Consolidated  Financial  Statements 


AUDITOR'S  REPORT 

To  the  Members  of 

The  Alberta  Government  Telephones  Commission 

I  have  audited  the  consolidated  balance  sheet  of 473654  Alberta  Ltd.  as  at  December  31,1 996  and  the 
consolidated  statements  of  liquidation  activities  and  deficit  and  cash  flow  for  the  year  then  ended. 
These  financial  statements  are  the  responsibility  of  the  Commission's  management.  My 
responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  my  audit. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement  presentation. 

In  my  opinion,  these  consolidated  financial  statements  present  fairly,  in  all  material  respects,  the 
financial  position  of  the  Company  as  at  December  31,  1996  and  the  results  of  its  operations  and  the 
changes  in  its  financial  position  for  the  year  then  ended  in  accordance  with  the  disclosed  basis  of 
accounting  as  described  in  Note  3  to  the  financial  statements. 


Edmonton,  Alberta 
April  17,  1997 


Peter  Valentine,  FCA 
Auditor  General 
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473654  ALBERTA  LTD. 
(in  liquidation) 
CONSOLIDATED  BALANCE  SHEET 
AS  AT  DECEMBER  3 1,  1996 
(thousands  of  dollars) 


The  accompanying  notes  are  part  of 
these  consolidated  financial  statements. 


1996  1995 


ASSETS 

Cash                                                                                                            $        215  $  359 

Accountsreceivable.net                                                                                                1  1,654 

Taxes  recoverable  (Note  4)                                                                                         176  175 

Amount  recoverable  -  legal  action  (Note  5)   -_   1J<_ 

$        392  S  2,206 


LIABILITIES 

Bank  overdraft  (Note  6)                                                                                     $     2,319  $  1,667 

Due  to  the  Province  of  Alberta  (Note  7)                                                                 250,667  250,667 

Accounts  payable                                                                                                   -  989 

Termination  and  closure  cost  accruals  (Note  8)   1,400   1.170 

254,386  254,493 


SHAREHOLDER'S  DEFICIENCY 

Share  capital  (Note  9)                                                                                          159,401  159,401 

Deficit                                                                                                      (413,395)  (411,688) 

(253,994)  (252,287) 


392  $  2,206 


473654  ALBERTA  LTD. 
(in  liquidation) 

CONSOLIDATED  STATEMENT  OF  LIQUIDATION  ACTIVITIES  AND  DEFICIT 
FOR  THE  YEAR  ENDED  DECEMBER  31,  1996 

(thousands  of  dollars) 


1996 

1995 

Gain  (loss)  on  revaluation  of  balance  sheet  accounts: 

Accounts  receivable 

$  (1,652) 

$  37 

Accounts  payable 

986 

Amount  recoverable  -  legal  action 

(50) 

Termination  and  closure  cost  accruals 

(940) 

(1,210) 

(1,606) 

(1,223) 

Interest  income 

(11) 

(55) 

Interest  expense 

115 

166 

Foreign  exchange  loss  (gain) 

(3) 

34 

101 

145 

Net  loss  for  the  year 

(1,707) 

(1,368) 

Deficit  at  beginning  of  year 

(411,688) 

(410,320) 

Deficit  at  end  of  year 

S  (413,395) 

$  (41 1,688) 
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473654  ALBERTA  LTD. 
(in  liquidation) 
CONSOLIDATED  STATEMENT  OF  CASH  FLOW 
FOR  THE  YEAR  ENDED  DECEMBER  3 1 ,  1 996 
(thousands  of  dollars) 


1996 

1995 

Cash  receipts: 

Accounts  receivable 

$ 

$  170 

Tax  recoveries 

(1) 

1 

Amount  recovered  -  legal  action 

18 

20 

Interest 

10 

- 

27 

191 

Cash  disbursements: 

Termination  and  closure  costs 

710 

546 

Interest 

1  16 

125 

Foreign  exchange 

(3) 

45 

823 

"If 

Increase  in  net  cash  position  for  the  year 

(796) 

(525) 

Net  cash  position  at  beginning  of  year 

(1.308) 

(783) 

Net  cash  position  at  end  of  year 

$(2,104) 

$(1,308) 

Net  cash  position  at  end  of  year  comprises: 

Bank  overdraft  at  end  of  year 

$(2,319) 

$  ( 1 .667) 

Cash  at  end  of  year 

215 

359 

S  (2,104) 

$(1,308) 

473654  ALBERTA  LTD. 
(in  liquidation) 

NOTES  TO  THE  CONSOLIDATED  FINANCIAL  STATEMENTS 
DECEMBER  31,  1996 

Note  1  Authority 

The  Company  was  incorporated  under  the  Business  Corporations  Act,  Chapter  B-15,  Statutes  of  Alberta  1981 ,  as 
amended.  All  issued  and  outstanding  shares  of  the  Company  are  owned  by  The  Alberta  Government  Telephones 
Commission  (Commission).  The  Commission  is  a  Provincial  corporation  and,  accordingly,  the  Company  is 
exempt  from  income  tax  in  Canada. 

Note  2       Nature  of  Operations 

Effective  December  3 1 ,  1990,  the  Company  and  its  wholly  owned  subsidiary  475342  Alberta  Ltd.  (475342)  each 
acquired  50%  of  NovAtel  Communications  Ltd.  (NovAtel)  from  TELUS  Corporation.  On  May  25,  1992  the 
Company  sold  certain  NovAtel  assets  to  Northern  Telecom  Limited  (Northern).  On  May  29,  1992,  the  Company 
sold  all  shares  in  NovAtel  to  Telexel  Holding  Limited  for  $3  million  and  assumed  certain  NovAtel  assets, 
liabilities  and  contingent  liabilities  Since  May  29,  1992,  the  Company  and  its  subsidiaries  have  been  in 
liquidation  under  the  direction  of  a  manager. 

Note  3       Summary  of  Significant  Accounting  Policies 

The  Company  is  in  liquidation  and  the  consolidated  financial  statements  have  been  prepared  in  accordance  with 
the  following  principles: 

(a)  Basis  of  consolidation 

These  consolidated  financial  statements  include  the  accounts  of  the  wholly  owned  subsidiaries  475342  and 
NovAtel  Communications  Inc.  (NCI),  a  Deleware  corporation. 

All  significant  transactions  between  the  companies  have  been  eliminated. 

(b)  Valuation  of  assets  and  liabilities 

Consistent  with  companies  which  are  liquidating  their  operations,  all  assets  and  liabilities  are  reflected  at 
their  estimated  realizable  value  at  December  31,  1996.  Any  gains  or  losses  arising  from  revaluation  of  the 
assets  and  liabilities  are  recognized  in  the  net  gain  (loss)  for  the  year. 

The  value  of  the  assets  and  liabilities  are  based  on  the  manager's  best  estimates.  Significant  amounts 
received,  payments  made,  and  the  results  of  any  negotiated  settlements  subsequent  to  the  balance  sheet  date 
were  considered  when  estimating  the  value  of  the  assets  and  liabilities. 
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(c)    Foreign  currency  translation 

Monetary  assets  and  liabilities  denominated  in  foreign  currencies  are  translated  at  the  rate  of  exchange  at  the 
balance  sheet  date.  Gains  and  losses  are  translated  at  the  average  exchange  rate  prevailing  during  the  year. 

Gains  or  losses  from  foreign  currency  translation  are  recognized  in  the  net  gain  (loss)  for  the  year. 


Note  4      Taxes  Recoverable 

Taxes  recoverable  consist  of  the  following: 

1996  1995 

Provincial  sales  tax  $  1 1 7,000  $  1 1 7,000 

Withholding  tax  -  U.S.A.  50,000  5 1 ,000 

Goods  and  Services  Tax  9,000  7,000 

$  176,000  $175,000 


The  Company  paid  $  1 1 7,000  to  the  Province  of  Ontario  as  a  result  of  a  sales  tax  reassessment.  The  Company  has 
objected  to  the  reassessment  and,  based  on  the  opinion  of  its  professional  advisers,  expects  to  recover  the  amount 
paid. 

Withholding  taxes  paid  to  the  Internal  Revenue  Service  on  intercorporate  dividends  are  recoverable  by  the 
Company.  The  Company  expects  to  recover  1994  withholding  tax  of  $50,000  in  1997. 


Note  5      Amount  Recoverable  -  Legal  Action 

The  legal  action  relates  to  a  claim  against  former  NovAtel  Carcom  Inc.  (Carcom)  employees  and  others  for  fraud. 
Carcom  was  a  subsidiary  of  NovAtel.  During  the  year,  the  Company  received  $18,000  (1995  $20,000)  in  cash  to 
complete  the  settlement  of  this  claim. 


Note  6      Bank  Overdraft 


The  bank  overdraft  is  guaranteed  by  the  Province  of  Alberta  (Province)  and  is  secured  by  a  general  assignment  of 
book  debts  and  a  general  security  agreement. 

Note  7       Due  to  the  Province  of  Alberta 

Amounts  due  to  the  Province  include: 


(a)  A  $250,000,000  loan  from  the  Province.  This  loan  is  interest  free,  payable  on  demand  and  secured  by  a 
general  assignment  of  book  debts  and  a  general  security  agreement. 

(b)  A  $667,000  loan  guarantee  fee. 


Note  8      Termination  and  Closure  Cost  Accruals 

At  May  29,  1992,  an  accrual  was  recorded  for  costs  expected  to  be  incurred  in  the  Company's  liquidation.  The 
accrual  included  projected  costs  through  the  completion  of  the  liquidation  for  items  such  as  litigation  settlements, 
and  management  and  legal  services.  The  accrual  is  reduced  as  these  costs  are  paid,  and  adjusted  to  reflect  revised 
estimates  in  projected  costs. 

Note  9      Share  Capital 

1996  1995 

Authorized 

Unlimited  number  of  common  shares 

Issued 

1 5 ,940, 1 00  common  shares  $  159,401,000  $  159,401,000 


Note  10  Contingencies 

As  a  condition  of  the  sale  of  NovAtel,  the  Company  assumed  the  liabilities  resulting  from  the  settlement  of  several 
lawsuits  against  NovAtel  that  existed  at  May  29,  1992.  An  estimate  of  the  cost  of  defending  and/or  settling  these 
claims  has  been  included  in  the  accrual  for  termination  and  closure  costs  at  December  31,  1996. 

The  Company  and  NovAtel  filed  a  Statement  of  Claim  for  the  payment  of  commissions  due  under  a  commission 
agreement  between  NovAtel  and  a  cellular  systems  manufacturer.  An  estimate  of  the  potential  recovery  for  the 
benefit  of  the  Company  cannot  be  made. 

The  Company  is  party  to  several  other  lawsuits,  the  potential  outcomes  of  which  are  not  determinable,  and  as  a 
result,  an  estimate  of  loss  cannot  be  made. 

Note  1 1     Salaries  and  Benefits 

The  company  did  not  pay  any  salaries  or  benefits  to  its  officers  and  sole  director  in  1996,  and  1995. 
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Note  12     Comparative  Figures 

The  1995  figures  have  been  reclassified  where  necessary  to  conform  to  1996  presentation. 

Note  13     Approval  of  Financial  Statements 

These  financial  statements  have  been  approved  by  the  Commission. 
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CHEMBIOMED  LTD. 
FINANCIAL  STATEMENTS 
MARCH  31,  1997 


Auditor's  Report 
Balance  Sheet 

Statement  of  Operations  and  Deficit 
Statement  of  Changes  in  Financial  Position 
Notes  to  the  Financial  Statements 


AUDITOR'S  REPORT 
To  the  Shareholders  of  Chembiomed  Ltd. 

I  have  audited  the  balance  sheet  of  Chembiomed  Ltd.  as  at  March  31,  1997  and  the  statements  of 
operations  and  deficit  and  changes  in  financial  position  for  the  year  then  ended.  These  financial 
statements  are  the  responsibility  of  the  Company's  management.  My  responsibility  is  to  express  an 
opinion  on  these  financial  statements  based  on  my  audit. 

I  conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  I  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement  presentation. 

In  my  opinion,  these  financial  statements  present  fairly,  in  all  material  respects,  the  financial  position 
of  the  Company  as  at  March  3 1 ,  1997  and  the  results  of  its  operations  and  the  changes  in  its  financial 
position  for  the  year  then  ended  in  accordance  with  the  disclosed  basis  of  accounting  as  described  in 
Note  2  to  the  financial  statements. 


Edmonton,  Alberta 
May  22,  1997 


Peter  Valentine,  FCA 
Auditor  General 
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CHEMBIOMED  LTD. 
BALANCE  SHEET 
MARCH  31,  1997 
(see  Note  1) 

ASSETS 


1997 


Current  assets: 

Cash  and  short-term  investments 
Accounts  receivable 

Computer  equipment  (Note  4) 
Patents  (Note  5) 


$  298,463 
13,138 


31 1.601 


1 


$      311 .602 


LIABILITIES  AND  SHAREHOLDERS'  DEFICIENCY 

Current  liabilities: 

Accounts  payable  and  accrued  liabilities  $  469 

Due  to  a  shareholder  (Note  6)  1 5,874,759 

Accrued  interest  and  royalty  payable  to  a  shareholder  5.369,666 


Shareholders'  deficiency 
Share  capital  (Note  7) 
Deficit 


:i.:44,s»4 

40,928,430 
(61.861.722) 
(20,933,292) 
t      311 .602 


1996 


251.349 
54,207 


305,556 
943 


306.500 


$  5,248 
15,874,759 
3.964.1  19 
19.844,126 

40,928,430 
(60.466,056) 
(19,537,626) 


306.500 


Approved  by  the  Board 

Peter  McNeil  Robert  Bhatia 

Director  Director 


The  accompanying  notes  are  part 
of  these  financial  statements. 
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CHEMBIOMED  LTD. 
STATEMENT  OF  OPERATIONS  AND  DEFICIT 
FOR  THE  YEAR  ENDED  MARCH  31,  1997 


1997 

1996 

Revenue: 

Royalty  income 

$  11,193 

$  12,822 

Interest  income 

7,401 

3,819 

Sales 

4.655 

4,742 

23,249 

2 1 .383 

Expense: 

Interest  on  amount  due  to  a  shareholder  (Note  6) 

1,405,326 

1,604,512 

Operating 

12,425 

19,373 

Amortization 

1,418,694 

1,624,991 

Loss  from  operations 

1,395,445 

1,603,608 

Gain  on  sale  of  equipment 

(52,850) 

Royalty  payable  to  shareholder  (Note  8) 

221 
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Loss  before  taxes 

1,395,666 

1,550,971 

Tax  on  large  corporations  ( 1 996  -  refund) 

(3.000) 

Loss  for  the  year 

1,395,666 

1,547,971 

Deficit  at  beginning  of  year 

60,466,056 

58,918,085 

Deficit  at  end  of  year 

$  61,861,722 

$  60,466,056 

CHEMBIOMED  LTD. 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  YEAR  ENDED  MARCH  3 1,  1997 


1997 


1996 


Operating  activities: 
Loss  for  the  year 

Add:  Charges  to  operations  not  requiring  cash 
Amortization 
Gam  on  sale  of  equipment 

Decrease  in  accounts  receivable 
Increase  in  current  liabilities 
Cash  provided  from  operating  activities 
Investing  activities 

Proceeds  from  disposal  of  equipment 
Cash  provided  from  investment  activities 
Increase  in  cash  and  short-term  investments  for  the  year 
Cash  and  short-term  investments  at  beginning  of  year 
Cash  and  short-term  investments  at  end  of  year 


$(1,395,666) 


943 


(1,394,723) 
41,069 
1,400,768 


47,114 


47,114 
251,349 


$  298,463 


$(1,547,971) 

1,106 

(52,850) 
(1,599,715) 
47,933 
1,595,916 
44,134 

52,850 
52,850 
96,984 
154,365 
$  251,349 
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CHEMBIOMED  LTD. 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
MARCH  31,  1997 

Note  1       Discontinuance  of  Operations 

Chembiomed  Ltd.  is  a  Company  incorporated  under  the  Canada  Business  Corporations  Act  that  was  active  in 
biotechnology  and  engaged  in  research,  development  and  commercialization  of  human  diagnostic  and  therapeutic 
health  care  products.  The  Company  is  controlled  by  the  Province  of  Alberta  and  The  University  of  Alberta. 

The  Company's  operations  were  dependent  on  continued  support  from  its  shareholders.  In  November  1991, 
however,  the  shareholders  announced  that  additional  operating  funds  would  not  be  provided  and  the  Company  was 
therefore  unable  to  continue  research  operations.  The  research  programs  and  certain  research  equipment  were 
transferred  to  the  Alberta  Research  Council.  The  Company  since  sold  the  remainder  of  its  equipment,  land  and 
building,  and  licenced  the  patents. 

The  Company  is  no  longer  a  going  concern  but  has  continued  to  sell  its  residual  inventory  and  dispose  of  other 
assets  and  liabilities. 

The  Company  is  undertaking  discussions  with  the  Province  of  Alberta  and  The  University  of  Alberta  as 
shareholders  and  with  Alberta  Research  Council  with  whom  the  Company  has  technology  transfer  agreements, 
with  the  view  of  winding  up  and  dissolving  the  Company  in  the  1997-98  fiscal  year. 

Note  2      Significant  Accounting  Policies 
Basis  of  accounting 

Since  the  Company  is  no  longer  a  going  concern,  assets  have  been  written  down  to  estimated  realizable  value,  and 
provisions  have  been  recorded  for  all  anticipated  losses. 

Revenue 

Sales  includes  revenue  from  all  commercial  products  sold  during  the  year. 
Inventories 

Inventories  of  finished  goods  at  March  3 1 ,  1996  and  1997  were  recorded  as  having  no  value. 


Note  3      Income  Taxes 


The  Company  has  non-capital  losses  earned  forward  of  approximately  S 1 1 ,250,000  which  expire  over  the  period 
to  the  year  2004,  and  current  and  capital  scientific  expenditures  totalling  approximately  $32,000,000  which  may  be 
earned  forward  indefinitely  and  deducted  against  any  future  taxable  income. 

Future  benefit,  if  any.  pertaining  to  the  non-capital  losses  carried  forward  and  the  scientific  expenditures  have  not 
been  recognized  in  these  financial  statements. 


Note  4       Computer  Equipment 


1997  1996 


Computer  equipment  $  3,686  $  3,686 

Less:  Accumulated  amortization  (3.686)  (2,743) 

1         ~  $  943 


Note  5  Patents 

The  Company  holds  a  number  of  international  patents. 

Under  the  provisions  of  a  technology  transfer  agreement,  the  Alberta  Research  Council  can  use  or  sub-licence  the 
Company's  patents,  intellectual  property,  proprietary  information,  bioactive  carbohydrate  research  program  and 
all  other  technology  The  Alberta  Research  Council  is  not  permitted  to  use  any  of  the  transferred  items  directly  in 
commercial  production,  but  may  do  so  by  way  of  sub-licences.  Under  such  sub-licencing  arrangements,  the 
Company  is  entitled  to  receive  royalties,  after  deducting  certain  costs  of  the  Alberta  Research  Council,  equal  to  the 
proportionate  contribution  to  the  commercial  production  of  the  value  of  the  items  transferred. 

On  April  28,  1995  an  agreement  was  signed  with  Alberta  Research  Council  which  transfers  the  right  to  grant  sub- 
licenses for  the  Company's  chemical  inventory  An  exclusive  sub-license  agreement  was  signed  with  a  private 
sector  research  company  for  the  use  and  sale  of  certain  of  the  Company's  chemical  inventory  for  which  the 
Company  is  entitled  to  receive  royalty  revenue.  Royalty  revenue  is  not  determinable  until  some  time  in  the  future 
when  the  private  sector  research  company  sells  to  a  third  unrelated  party. 

The  Alberta  Research  Council  has  the  right,  but  not  the  obligation,  to  maintain  and  protect  any  of  the  transferred 
patents.  The  Company  may  maintain  and  protect  any  such  patents  that  the  Alberta  Research  Council  abandons. 

As  the  realizable  value  of  the  patents  cannot  be  reasonably  ascertained,  they  have  been  written  down  to  a  nominal 
carrying  value  of  $1 . 
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Note  6 


Note  7 


Note  8 


Note  9 


Note  10 


Due  to  a  Shareholder 

During  1992,  the  Province  of  Alberta  provided  funding  for  the  Company  in  the  amount  of  $7,000,000  which  is 
secured  by  promissory  notes.  The  notes  bear  interest  at  bank  prime  rate,  calculated  and  payable  semi-annually. 
Payment  on  the  notes  was  demanded  on  September  30,  1994. 

In  October  1994,  the  Province  of  Alberta  provided  funding  to  the  Company  in  the  amount  of  $13,224,759  to  pay 
down  the  long-term  debt  and  accrued  interest.  The  amount  due  was  subsequently  reduced  by  the  proceeds  from  the 
sale  of  the  land  and  building  of  $3,650,000  and  a  payment  of  $700,000.  The  remaining  amount  due  of  $8,874,759 
bears  interest  at  9.89%  per  year.  Payment  on  the  amount  due  was  demanded  on  November  8,  1994. 

Share  Capital 


1997 


1996 


Authorized 

4,275,000  non-participating  non-voting  preferred  shares, 
with  a  stated  value  of  $  1 0  per  share,  redeemable  at 
$  1 0  per  share  plus  declared  upaid  dividends 
Unlimited  number  of  common  shares 
Issued 

3,065,909  preferred  shares 
1,126,924  common  shares 


$  30,577,586 
10,350,844 
$  40,928,430 


$  30,577,586 
10,350,844 
$  40,928,430 


Royalty  Agreement  with  a  Shareholder 

A  Royalty  Agreement  with  the  Province  of  Alberta  requires  the  Company  to  pay  the  Province  a  royalty  of  3.5%  of 
gross  sales  commencing  April  1,  1991  and  increasing  by  0.25%  of  gross  sales  each  April  1  thereafter  until  such 
time  as  the  Province  no  longer  holds  any  preferred  shares.  The  first  royalty  payment  was  due  June  29,  1992. 
Although  the  Company  has  discontinued  operations,  it  has  continued  to  sell  residual  inventory  since  April  1 ,  1 99 1 . 
Accordingly,  a  liability  of  $69,206  ( 1 996  $68,985)  for  royalty  payable  is  reported  at  March  31,1 997. 

Under  the  terms  of  the  agreement,  the  Company  shall  not,  at  any  time  while  it  remains  liable  to  pay  any  royalty  to 
the  Province,  allot  or  issue  any  shares  in  its  capital  stock,  declare  or  pay  dividends  on  its  common  shares  or  amend 
or  vary  its  Business  Plan,  except  as  required  by  the  agreement  or  with  the  written  consent  of  the  Province. 

In  the  event  that  the  Company  breaches  or  is  in  default  of  any  of  its  obligations  to  the  Province,  the  Province  can 
require  the  Company  to  purchase  any  number  of  the  preferred  shares  held  by  the  Province  at  the  price  of  $10  per 

share. 

Related  Party  Transactions 

Interest  charged  by  the  Province  of  Alberta  amounted  to  $1,405,326  (1996  $1,604,512).  Royalty  payable  to  the 
Province  of  Alberta  amounted  to  $22 1  ( 1 996  $2 1 3). 

Budget  and  Salary  Disclosure 

As  the  Company  has  ceased  research  operations,  no  budget  or  salary  information  is  provided. 
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GAINERS  INC. 
CONSOLIDATED  FINANCIAL  STATEMENTS 
SEPTEMBER  28,  1996 


Auditors'  Report 

Consolidated  Balance  Sheet 

Consolidated  Statement  of  Income  and  Deficit 

Consolidated  Statement  of  Changes  in  Financial  Position 

Notes  to  Consolidated  Financial  Statements 


AUDITORS'  REPORT 


To  the  Shareholder  of 
Gainers  Inc. 

We  have  audited  the  consolidated  balance  sheet  of  Gainers  Inc.  as  at  September  28,  1996  and  the 
consolidated  statements  of  income  and  deficit  and  changes  in  financial  position  for  the  year  then 
ended.  These  financial  statements  are  the  responsibility  of  the  Company's  management.  Our 
responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  we  plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement  presentation. 

In  our  opinion,  these  financial  statements  present  fairly,  in  all  material  respects,  the  financial  position 
of  the  Company  as  at  September  28,  1996  and  the  results  of  its  operations  and  the  changes  in  its 
financial  position  for  the  year  then  ended  in  accordance  with  generally  accepted  accounting 
principles. 


Edmonton,  Alberta 
December  1 .  1 996 


Price  Waterhouse 
Chartered  Accountants 
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GAINERS  INC. 
CONSOLIDATED  BALANCE  SHEET 
(in  thousands  of  dollars) 


September  28 
1996 


September  30 
1995 


ASSETS 


Cash 

Accounts  receivable 
Prepaid  insurance 
Fixed  assets  (Note  3) 
Other  assets  (Note  4) 


LIABILITIES 

Accounts  payable  and  accrued  liabilities 

Principal  and  interest  on  prior  years'  income  taxes  (Note  5) 

Long-term  debt  (Note  6) 


CAPITAL  AND  DEFICIT 


Share  capital  (Note  7) 
Contributed  surplus 
Deficit 


Contingencies  (Note  8) 


782 
79 
59 

996 
$  1,916 


379 
5,600 
199,995 
205,974 


15,002 
(219,061) 
(204,058) 
$  1,916 


770 
199 
127 
4SX 
1.5X0 

584 
5,200 
200,065 
205,849 


1 

15,002 
(219,266) 
(204,263) 
$  1,586 


Approved  by  the  Board     D.  Harrington,  Director 
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GAINERS  INC. 

CONSOLIDATED  STATEMENT  OF  INCOME  AND  DEFICIT 
(in  thousands  of  dollars) 


Year  ended 
September  28 
1996 


Year  ended 
September  30 
1995 


Income 

Lease  revenue  and  other  income 

Gain  on  termination  of  pension  plans  (Note  4) 

Gain  on  sale  of  Sodor  property 

Gain  on  sale  of  Brantford  property 

Recovery  from  legal  actions 

Expenses 

General  and  administrative 
Other  costs 

Province  of  Alberta 

Default  expenses  and  guarantee  fees 

Interest  on  income  tax  reassessment 

Income  (loss)  for  the  year 
Deficit  at  beginning  of  year 
Deficit  at  end  of  year 


207 
1,500 
403 

92 


2,202 
1,597 

400 


,997 


205 
(219.266) 
$(219,061) 


34 

770 


804 
851 


422 
740 


2,013 


(1,209) 
(218,057) 
$(219,266) 


GAINERS  INC. 

CONSOLIDATED  STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 

(in  thousands  of  dollars) 


Year  ended 
September  28 
1996 


Year  ended 
September  30 
1995 


Cash  was  provided  by  (used  for) 
Operations 

Income  (loss)  for  the  year 
Item  not  requiring  cash 

Gain  on  sale  of  Brantford  property 
Gain  on  sale  of  Sodor  property 

Net  change  in  non-cash  balances 
Total  from  operations 
Financing  activity 

Repayment  of  long-term  debt 
Investment  activity 

Proceeds  on  disposal  of  assets 
Increase  (decrease)  in  cash  for  the  year 
Cash  (bank  indebtedness)  at  beginning  of  year 
Cash  at  end  of  vear 


$  205 

$  (1.209) 

(34) 

(403) 

(198) 

(1.243) 

(205) 

1,822 

(403) 

579 

(70) 

(735) 

471 

215 

(2) 

59 

2 

(57) 
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GAINERS  INC. 
NOTES  TO  CONSOLIDATED  FINANCIAL  STATEMENTS 
SEPTEMBER  28,  1996 
(tabular  amounts  in  thousands  of  dollars) 

Note  1       Basis  of  presentation 

The  consolidated  financial  statements  of  the  Company  include  the  accounts  of  Gainers  Inc.  and  its  wholly-owned, 
subsidiary  companies:  Gainers  Properties  Inc.  ("GPI")  and  MPF  Note  Inc.  (collectively  the  "Company").  MPF 
Note  Inc.  was  inactive  during  the  year. 

Through  September  25,1 993,  the  Company  operated  on  a  going-concern  basis  which  contemplated  the  realization 
of  assets  and  discharge  of  liabilities  in  the  normal  course  of  business.  Events  since  that  date  have  resulted  in  the 
discontinuance  of  all  ongoing  business. 

Note  2       Investment  in  and  amounts  due  from  former  affiliates 

The  investment  is  comprised  of  77,500  Class  A  preferred  shares  of  Pocklington  Corp.  Inc.  with  a  par  value  of,  and 
which  are  redeemable  at,  U.S.  $100  per  share  and  which  carry  annual  non-cumulative  dividends  of  U.S.  $1 1  per 
share.  In  November  1989,  a  demand  for  redemption  of  the  shares  was  made  by  Gainers  Inc.  and  an  action  was 
commenced  against  Mr.  Peter  Pocklington  arising  from  this  investment,  seeking  by  way  of  damages  the  monies 
invested  together  with  interest  thereon.  Mr.  Pocklington  has  counterclaimed  seeking  statutory  indemnification  as  a 
director  for  his  actions.  Management  believes  that  this  counterclaim  is  without  merit.  Final  determination  of  the 
realizable  value  of  the  investment  is  subject  to  the  outcome  of  the  various  actions. 

Advances  to  the  former  affiliate  are  non-interest  bearing  and  have  no  specific  terms  of  repayment.  In  January  1 990, 
Gainers  Inc.  made  demand  on  and  brought  an  action  against  Pocklington  Financial  Corporation  (formerly 
Pocklington  Holdings  Inc.)  to  recover  the  advances.  In  December  1 995,  a  judgement  was  rendered  and  collected  in 
favour  of  Gainers  Inc.  in  the  amount  of  $770,000.  This  amount  has  been  recorded  as  a  receivable  at  September  30, 
1 995.  The  amount  is  currently  held  in  trust  since  the  Company  has  appealed  this  decision,  as  the  Company  believes 
the  amount  of  the  judgement  should  have  been  higher.  The  outcome  of  the  appeal  is  not  currently  determinable. 

On  August  8, 1 989,  Gainers  Inc.  acquired  the  shares  of 350 1 5 1  Alberta  Ltd.  ("350 151")  for  $  1 00  cash.  On  October 
4,  1 989,  Gainers  Inc.,  at  the  direction  of  the  former  owner,  sold  the  shares  of  350 1 5 1  to  Pocklington  Holdings  Inc. 
for  $100  cash.  The  Province  of  Alberta  is  attempting  to  have  the  sale  reversed  (see  Note  8(a)).  The  accounts  of 
350151  are  not  included  in  these  accounts.  In  December  1995,  a  judgement  as  to  the  ownership  of  the  shares  was 
rendered  in  favour  of  Pocklington  Financial  Corporation.  The  Province  has  appealed  this  decision. 

Note  3       Fixed  assets 

On  March  28,  1996,  GPI  disposed  of  its  land  in  Val  Belair,  Quebec.  Net  proceeds  on  sale  were  $471,500. 
Note  4      Other  Assets 

The  two  defined  benefit  plans  of  the  Company,  being  Gainers  Inc.  Salaried  Employees'  Pension  Plan  and  Gainers 
Inc.  Hourly  Pension  Plan  (locations  other  than  Edmonton),  have  been  wound  up.  The  liabilities  of  the  plans  have 
been  fully  discharged  and  the  surplus  from  the  pension  plans  has  been  recovered  by  Gainers  Inc.  The  surplus  is 
subject  to  a  secured  charge  and  claim  by  369413  Alberta  Ltd.  on  behalf  of  the  Province. 

Note  5       Income  Taxes 

The  Company  has  capital  and  non-capital  income  tax  losses  available  for  carry  forward  to  reduce  taxable  income 
of  future  years.  Revenue  Canada  Taxation  ("RCT')  has  issued  reassessments  and  proposed  adjustments  that  could 
result  in  reductions  to  the  losses  available  for  carry  forward. 
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Note  6 


Long-term  debt 


September  28 
1996 


September  30 
1995 


Province  of  Alberta 


Term  loan,  originally  payable  by  semi-annual  instalments 

commencing  April  1,  1991  of  $964,650  principal  and  interest; 
interest  at  9.6% 


S  6,000 


$  6,000 


Assignment  of  prior  operating  loans  from  previous  banker 

Term  bank  loan  (U.S.  $8,749,339),  interest  at  prime  plus  1-1/2% 
Operating  loan,  interest  at  prime  plus  1-1/2% 


11,567 
20,979 

5,000 
31,947 
49,000 
13,000 
18,469 

9,542 
34,491 


11,567 
20,979 

5,000 
31,947 
49,000 
13,000 
18,469 

9,612 
34,491 


Manual  loan 

Advances  under  guarantee  for  principal  and  interest  payments 
Promissory  note,  interest  at  prime  plus  3% 
Advance  to  facilitate  sale 

Advances  under  guarantee  and  indemnity  for  operating  line 
Default  costs  and  guarantee  fees,  interest  at  prime  plus  3% 
Accrued  interest 


$199,995 


$200,065 


Fair  market  value  of  the  long-term  debt  is  dependent  on  outcomes  from  claims  filed  by  or  against  Gainers  Inc.  and 
recoveries  from  the  sale  of  fixed  assets.  Due  to  the  uncertainty  of  these  items,  the  fair  value  as  at  September  28, 
1996  is  estimated  to  be  $nil. 

Province  of  Alberta 

On  September  25,  1987,  Gainers  Inc.  and  GPI  entered  into  the  Master  Agreement  with  Alberta  which  provided  for 
a  term  loan  facility  and  a  loan  guarantee.  A  number  of  events  of  default,  which  still  continue,  occurred  during  1989, 
resulting  in  the  long-term  debt  and  liability  to  Alberta  becoming  due  and  payable.  Alberta  acted  on  its  security  and, 
on  October  6,  1989,  took  control  of  Gainers  Inc.'s  issued  and  outstanding  shares  which,  previous  to  this,  were 
controlled  by  Mr  Peter  Pocklington. 

As  at  October  6.  1989,  operating  loans  of  $20,979,000  and  a  term  loan  of  U.S.  $8,749,000  were  transferred  and 
assigned  to  the  nominee.  In  addition.  Alberta  has  made  payments  since  October  6,  1989  of  $87,422,000  under  the 
guarantee  to  cover  principal  and  interest  payments  due,  including  the  purchase  in  December  1993  of  the  balance 
due  under  the  promissory  note. 


The  interest  on  the  loans  and  other  indebtedness  owing  to  Alberta  has  not  been  paid  in  accordance  with  the  terms  of 
the  indebtedness.  Effective  February  5,  1994  Alberta  declared  all  indebtedness  owing  by  the  Company  to  Alberta 
to  be  non-interest  bearing  from  the  later  of  February  5,  1994  and  the  date  the  indebtedness  to  the  Province  of 
Alberta  was  incurred. 


Collateral  security  for  the  indebtedness  to  Alberta  includes  a  general  assignment  of  book  debts,  general  security 
agreements  over  all  real  and  personal  property  of  the  Company,  a  pledge  of  inventory,  and  fixed  and  floating 
charge  debentures  amounting  to  $70,000,000  covering  all  of  the  assets  of  the  Company.  The  Company  continues  to 
be  in  default  and  in  breach  of  certain  covenants  of  this  indebtedness. 

Master  Agreement 

The  Master  Agreement  provided  for  Alberta  to  advance  a  term  loan  to  GPI  in  the  aggregate  amount  of 
$  1 2.000,000.  As  at  September  30.  1 989,  $6,000,000  of  the  term  loan  had  been  advanced.  An  interest  payment  due 
on  October  1 ,  1 989  was  not  made  and  Alberta,  acting  on  its  security,  seized  control  of  the  Company.  Since  default 
has  occurred  under  the  Master  Agreement,  the  entire  amount  of  the  monies  advanced  for  the  term  loan  are  due  and 
owing  by  GPI  to  Alberta.  The  term  loan  which  has  been  advanced,  and  interest  thereon,  and  the  performance  and 
observance  of  the  other  covenants  of  GPI  under  the  Master  Agreement,  including  the  obligations  of  GPI  to  Alberta 
in  respect  to  the  promissory  note,  is  collaterally  secured  by  a  demand  debenture  made  by  GPI  to  the  nominee  in  the 
principal  sum  of  $67,000,000  dated  September  25,  1987  and  constituting  a  fixed  mortgage  and  charge  over  all  of 
the  real  property,  equipment  and  chattels  of  GPI  and  a  floating  charge  over  all  of  the  undertaking  and  other 
property  and  assets  of  GPI.  and  by  a  pledge  by  GPI  of  preferred  shares  held  by  GPI  in  Gainers  Inc. 


Interest 


Security 
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Note  7      Share  capital 

September  28  September  30 

1996  1995 

Authorized 

Unlimited  number  of  Class  A  common  shares 
Unlimited  number  of  Class  B  preferred  shares 

redeemable/retractable  at  $1  per  share  with  non-cumulative 

annual  dividends  at  a  rate  not  exceeding  16%  of  the  redemption  value 
1 2,000,000  of  Class  C  preferred  shares  redeemable  at  $  1  per 

share  with  cumulative  annual  dividend  compounded 

semi-annually  at  9.6%  of  the  redemption  price 

Issued 


101  Class  A  common  shares                                                                $       I  $  1 

6,000,000  Class  C  preferred  shares                                                       6,000  6,000 

6,001  *  6,001 

Less:  6,000,000  Class  C  preferred  shares  held  by  GPI                                 6,000  6,000 

$  1  $  1 


Note  8  Contingencies 

(a)  The  Company  and  Alberta  have  filed  claims  against  Mr.  Peter  Pocklington  and  companies  controlled  by  him 
for  recovery  of  certain  loans,  payments  and  other  transactions  prior  to  October  6, 1 989.  The  claim  aggregates 
approximately  $38,000,000  plus  interest.  Ultimate  recovery  of  this  claim  cannot  be  determined  at  this  time. 

(b)  Gainers  Inc.  is  defending  an  action  by  Mr.  Peter  Pocklington,  Edmonton  Oilers  Hockey  Corp.,  Palm  Dairies 
Limited,  and  350151  concerning  a  financial  guarantee  bond  and  indemnity  amounting  to  $1,500,000.  The 
potential  loss,  if  any,  is  not  determinable  and,  accordingly,  no  provision  has  been  recorded  with  respect  to  this 
claim. 

(c)  Under  the  terms  of  the  Master  Agreement,  the  Company  and  Mr.  Peter  Pocklington  are  liable  for  all  losses, 
expenses,  costs  and  claims  incurred  by  Alberta  as  a  consequence  of  a  default  by  GPI  or  by  any  other  member 
of  the  group  or  Mr.  Pocklington.  As  a  result,  since  the  date  of  default  the  Company  has  provided 
approximately  $9,500,000  in  the  consolidated  financial  statements  for  these  costs  and  expenses.  It  is 
expected  that  further  costs  and  expenses  will  be  incurred  in  the  future  as  a  result  of  continuing  default. 

(d)  During  1991,  an  employee  filed  a  claim  for  damages  for  constructive  dismissal  in  the  amount  of  $520,000 
and  damages  for  breach  of  contract  in  the  amount  of  $2,000,000,  plus  interest  and  costs  against  Gainers  Inc. 
The  Plaintiff  offered  to  settle  for  $950,000.  Gainers  Inc.  has  filed  a  statement  of  defence  and,  in  the  opinion  of 
management,  any  settlement  should  be  substantially  less  than  the  claim.  Gainers  Inc.  has  also  brought  a  Third 
Party  Claim  against  Mr.  Peter  Pocklington  for  any  damages  payable  to  the  employee.  An  appropriate  amount 
has  been  provided  for  in  the  accounts 

(e)  Gainers  Inc.  and  others  are  defendants  in  an  action  brought  in  the  State  of  California  by  a  number  of 
California  Jack-ln-The-Box  franchisees.  The  franchisees  seek  damages  for  economic  loss  arising  from  the 
adverse  publicity  surrounding  an  outbreak  of  E-Coli  poisoning  at  a  number  of  Jack-ln-The-Box  restaurants 
in  the  State  of  Washington.  The  primary  insurers  of  Gainers  Inc.  have  defended  the  claims  by  the  California 
franchisees  until  recently,  but  have  now  taken  the  position  that  the  insurance  coverage  of  Gainers  Inc.  does 
not  extend  to  claims  for  economic  loss  such  as  the  claims  of  the  California  franchisees.  Gainers  Inc.'s  excess 
insurers  have  taken  over  defence  of  the  California  Action  and  the  excess  insurers  are  disputing  the  primary 
insurers'  right  to  deny.  It  is  premature  to  assess  the  liability,  if  any,  which  Gainers  Inc.  may  have  to  the 
California  franchisees  or  to  determine  whether  the  primary  insurers  of  Gainers  Inc.  are  justified  in  denying 
coverage  of  the  claims  of  the  California  franchisees. 

(0  Alberta  has  brought  a  claim  against  Mr.  Peter  Pocklington  for  $4  million  plus  interest  and  costs.  Mr.  Peter 
Pocklington  has  brought  a  counter  claim  against  the  Company  in  which  Mr.  Pocklington  claims 
indemnification  for  the  entire  amount  of  the  main  claim. 

Note  9      Comparative  figures 


Certain  comparative  figures  have  been  reclassified  to  conform  with  the  current  year's  presentation. 


